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Preface 


The five-year fiscal plan for this budget is based on the strategy of bringing the 
public debt under control and raising the living standards of Canadians. The 
government’s policies in the budget, building on the progress achieved in the past 
four years, will curb expenditure growth, increase revenues, facilitate sustained 
expansion of the economy, and return the deficit to a downward track. This is the 
course which, in our present economic circumstances, best combines responsible 
stewardship with concern for the welfare of all Canadians, not only of the present 
generation but of future generations as well. 


This fiscal plan addresses the country’s problems. The policies we are adopting to 
deal with them, and the benefits Canadians can expect to reap through the 
implementation of these policies are described in this document. The problem is 
simply stated: our public debt, over $320 billion today, is equivalent to more than 
half Canada’s annual production of goods and services or gross domestic product 
(GDP). This means that although the deficit has been reduced substantially since 
1984, we are still straining the economy by going further into debt each year just 
to pay interest. 


High and rising levels of debt make the federal government’s financial situation 
vulnerable to increases in interest rates. For example, the unexpectedly strong 
performance of the economy after the stock market plunge of October 1987 
reinforced inflationary pressures. Monetary policy responded and interest rates 
rose, increasing the government’s interest payments on the debt. This year we now 
expect interest payments to be $6.4 billion higher than the estimate in the 
February 1988 budget. To offset this increase and return the deficit toa 
downward track we have had to restrain program expenditures and raise revenues. 


Failure to act would have serious consequences. We would be caught ina 
“vicious circle” of rising deficits, rising debt, higher interest rates, and slower 
economic growth, followed by even higher deficits, and still higher debt. Canada 
has, however, a strong economy, one of the strongest in the world. With the right 
balance of sound monetary and fiscal policies, we can overcome this threat and 
establish in its place a “virtuous circle” of steady fiscal progress, which will 
strengthen investor confidence at home and abroad, and sustain economic growth 
and job creation. The fiscal plan is designed to put the country on that track 
during the next five years and beyond. 


Measures proposed in this budget will ensure continued progress in restoring 
integrity to the government’s finances. First, they will stop the growth of the 
public debt as a percentage of GDP in 1990-91. Over the medium term, the 
economy will be growing faster than the debt. Second, in five years the deficit will 


be cut to $15 billion, half its present level. This will mean that the deficit as a 
percentage of GDP, already down from 8.6 per cent in 1984-85 to 4.7 per cent in 
the present fiscal year, is estimated to drop below 2 per cent in 1993-94, In fact, 
by the accounting methods used in the United States or the United Kingdom, we 
will be close to a balanced budget in 1993-94. Third, program expenditures will 
fall from 19.5 per cent of GDP in 1984-85 to just over 15 per cent in 1993-94, the 
lowest ratio in a quarter of a century. 


As expenditures and revenue come into better balance and the deficit is reduced, 
the government’s need to borrow funds will be reduced, giving the private sector 
more room to expand without inflationary consequences. This fiscal course, by 
reducing the pressure of debt and giving the economy room to grow, will provide 
productive jobs and higher living standards for Canadians. With the debt under 
control, we will be able to continue to meet the changing needs of Canadians in 
the challenging years ahead to the turn of the century and beyond. 


The course of economic renewal we embarked upon four years ago must be 
maintained. This means some hard decisions and a call upon our collective resolve. 
I am confident Canadians want to make these choices in order to secure the 
foundations of our prosperity and build an even better country. 


Vey Wy ae oe 


The Honourable Michael H. Wilson 
Minister of Finance 
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Introduction 


The size of the federal debt is a national problem. The debt is now more than half 
as large as the value of goods and services produced in the economy. It is growing 
faster than the economy. Interest payments on the public debt are expected to 
require more than a third of federal revenues this year. Getting the public debt 
under control through deficit reduction continues to be the paramount fiscal policy 
objective of the government. 


Important benefits will be gained from debt control. First, future generations of 
Canadians will not be faced with higher taxes and reduced government programs 
to pay for services the current generation is consuming. Second, the fiscal position 
of the government will be less vulnerable to increases in interest rates; the 
government’s ability to meet public policy priorities will be strengthened. Third, in 
today’s economic environment, debt control through deficit reduction will provide 
a more appropriate balance between monetary and fiscal policy, setting the stage 
for sustained economic growth. A more balanced policy approach will help to 
establish a “virtuous circle” of lower inflationary pressures, lower interest rates, 
lower debt service costs, sustained economic growth and even lower deficits. It will 
build confidence both at home and abroad. Finally, controlling the growth of 
public debt will mean higher investment, higher productivity and higher future 
living standards for all Canadians. 


Since 1984, much progress has been made. The budgetary deficit has been 
reduced by almost $9 1/2 billion: from $38.3 billion in 1984-85 to $28.9 billion in 
1988-89. The deficit declined 45 per cent relative to the size of the economy or 
gross domestic product (GDP). Reduced deficits cut the growth of the public debt 
from 24 per cent in 1984-85 to less than 10 per cent in 1988-89. A favourable 
policy environment and strong international economic growth combined to enable 
Canada to achieve one of the best economic performances of the seven largest 
countries of the Organization for Economic Cooperation and Development 
(OECD) -— the G-7 nations. This contributed to realizing the government’s 

fiscal objectives. 


This fiscal record was achieved by restraining expenditure growth and raising the 
revenue yield of the economy. The growth of program spending was reduced to 
3.6 per cent a year over the past four years compared to an average rate of growth 
of almost 14 per cent a year in the early 1980s. This was less than one half the 
growth in the economy and less than the rate of inflation over the period. Program 
expenditures as a percentage of GDP thus declined 2.8 percentage points over the 
four years and also declined in real terms. Over the same period, the declining 
trend in revenues as a per cent of GDP, which started 10 years earlier, was 
reversed. The revenue yield increased by 1.2 percentage points of GDP to levels 
similar to those recorded in the 1970s. 


By the end of 1988-89, however, the public debt stood at over $320 billion, an 
increase of more than $120 billion in four years, despite the progress in deficit 
reduction. The government’s fiscal position, therefore, remains vulnerable to the 
risk of interest rate increases. Rising interest rates have put significant upward 
pressure on the deficit by raising the cost of servicing the debt, graphically 
underscoring the need for renewed debt-control efforts. 


The principal objective of the fiscal strategy presented in this budget is to reduce 
the growth of debt through deficit reduction. Three key elements are combined to 
achieve the debt-control objective: further expenditure restraint, additional 
revenue increases, and sustained economic growth. The policies contained in this 
budget, along with the sustained economic growth they will help to achieve, reduce 
the deficit to $15 billion in 1993-94. As a direct consequence of deficit reduction, 
the debt-to-GDP ratio stabilizes in 1990-91 and declines over the medium term. 
Debt interest payments as a per cent of GDP fall as the debt-to-GDP ratio and 
interest rates decline. 


Chapter 2 sets out the fiscal record of the government since 1984-85 and the fiscal 
impact of higher interest rates since the February 1988 budget. It reviews the 
benefits of pursuing debt control as the principal fiscal objective of the 
government and summarizes the further progress that will be made as a result of 
the measures taken in this budget and in previous budgets. 


Chapter 3 briefly summarizes the expenditure and revenue measures introduced in 
this budget. These measures are described in detail in the Budget Papers. The 
chapter also reviews the progress made in controlling the growth of government 
spending and raising the revenue yield from the tax system. 


Chapter 4 sets out the government’s short-term fiscal outlook for 1989-90 and 
1990-91 and highlights changes in the projections since the February 1988 budget. 
The deficit for 1988-89 remains unchanged from the February 1988 budget 
projection. In 1989-90 an upward revision to the forecast for interest rates has 
resulted in a $6.4 billion increase in public debt charges. The expenditure and 
revenue actions taken in this budget do not fully offset this increase. As a result, 
the deficit is forecast to rise to $30.5 billion. Thereafter, the measures introduced 
in this budget put the deficit back on a downward track. 


Chapter 5 discusses the medium-term fiscal projections. The growth of debt 
continues to slow relative to the growth of the economy, stabilizing the 
debt-to-GDP ratio in 1990-91 and reducing it over the medium term. Debt interest 
payments, as a per cent of GDP, are projected to decline by more than a 
percentage point between 1989-90 and 1993-94. Reflecting ongoing expenditure 
restraint, program expenditures decline to just over 15 per cent of GDP, the lowest 
ratio in a quarter of a century. 


This document also includes background annexes. The first annex provides fiscal 
information on a national accounts basis for the federal government. Annex 2 
examines fiscal developments for the total government sector. Annex 3 presents a 
comparison of expenditures, revenues, deficits and debt among the major countries 


of the OECD. Annex 4 analyses the important issue of the dynamics of deficits 
and debt. Annex 5 focuses on changes in the structural and primary structural 
budgetary balances of the federal government. Annex 6 provides sensitivity 
analysis of the effects of changes in key economic variables on the government’s 
expenditures, revenues and deficit. Annex 7 contains a discussion of the 
government’s debt operations. Historical reference tables are provided at the end 
of the document. 
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2. Controlling the Public Debt: 
The Government’s Fiscal Strategy 


The Fiscal Record 1984-85 to 1988-89 


In 1984, the fiscal situation presented the government with a difficult challenge. 
Expenditures were growing much faster than the economy, while revenue growth 
was falling far behind. The budgetary deficit had more than doubled, relative to 
the size of the economy, in the four years ending in 1984-85. The growth in public 
debt had reached alarming proportions — public debt was rising well in excess of 
20 per cent a year. The rapidly deteriorating fiscal situation had become an 
impediment to sustained, non-inflationary growth, the creation of jobs and, 
ultimately, the future well-being of Canadians. 


The fiscal strategy adopted the key objective of controlling the public debt by 
reducing its growth to no more than the rate of economic growth. Success required 
three elements: first, the government had to take action to cut the growth in 
program expenditures; second, given the size and severity of the fiscal problem at 
hand, measures to increase the revenue yield of the economy had to be introduced; 
and, third, structural reforms were needed to provide a policy framework that 
would revitalize the private sector and lead to lower interest rates and strong 
economic growth. 


Measures embodying a more disciplined approach to the management of 
government and its finances have substantially improved the fiscal situation. 


e The growth of the public debt, which averaged 23.5 per cent a year over the 
four years ending in 1984-85, was reduced to an average annual growth of 
12.7 per cent over the four years ending in 1988-89. By 1988-89, the growth 
in debt had declined to 9.9 per cent, the first time in 15 years that debt 
growth was less than 10 per cent (Chart 2.1). 


e From 1984-85 to 1988-89, the budgetary deficit was reduced from $38.3 to 
$28.9 billion. Relative to the size of the economy, the deficit fell from 8.6 to 
4.8 per cent of GDP over this period (Chart 2.2). This amounts to a 45 per 
cent reduction in the deficit-to-GDP ratio. 
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Chart 2.2 
The Budgetary Deficit in the 1980s 


per cent of GDP 


1982-83 1984-85 1986-87 1988-89 


e After declining through most of the period from 1981-82 to 1984-85, the 
revenue yield of the economy has been increased to a level comparable to the 
average of the 1970s (Chart 2.4). The revenue yield in 1988-89, however, 
remained below the peak of 19.2 per cent reached in 1974-75. 


Significant progress was achieved in restoring fiscal order in the last four years. 
Growth in program expenditures was brought down considerably; a more stable 
income tax structure was adopted; and, the deficit declined. Government program 
spending is now less than revenues from taxes and other sources. 


The government implemented structural policies and reforms that raised the 
prospects for growth and higher living standards of Canadians and will raise 
them further. 


Nominal and Real Growth in Program Expenditures 
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The Revenue Yield: Budgetary Revenues* 
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These policies and reforms include: 


e The Canada-U.S. Free Trade Agreement, which by securing access to the 
large U.S. market will permit Canadian firms to operate at a larger, more 
efficient scale. 


e The personal and corporate income tax reforms of 1988, which have made the 
tax system more equitable and increased incentives to save and invest. 


e The deregulation, wholly or in part, of the energy and transportation sectors. 


¢ The privatization of a number of Crown corporations which no longer served 
a public policy role. 


¢ The replacement of the Foreign Investment Review Agency with Investment 
Canada to encourage foreign investment that provides net benefits to Canada. 


The economy responded to the improvements in the fiscal situation and the new 
policy environment. In recent years, Canada has had the second best economic 
growth record and the strongest employment growth record among the G-7 
countries. The unemployment rate declined from 11.2 per cent in 1984 to 7.8 per 
cent in 1988. 


The Continuing Debt Problem 


Despite the declines in the deficit over the past four years and the much slower 
rate of increase in public debt, the level of the debt is high and continues to grow. 
The stock of public debt at the end of 1988-89 amounted to just over $320 billion, 
an increase of $122 billion, or about 60 per cent, since 1984-85 (Chart 2.5). The 
rising stock of debt has resulted in steadily rising public debt charges — annual 
deficits in the $30 billion range add some $3 billion a year to debt servicing costs. 
In the last four years interest payments have increased by almost 50 per cent from 
$22.5 billion in 1984-85 to $33 billion in 1988-89 (Chart 2.6). Public debt charges 
grew more slowly than the debt because of a decline in interest rates over this 
period. 


The continuing build-up in the stock of debt and rising interest payments 
significantly impaired the government’s efforts to reduce the deficit over the last 
four years. Much of the gain from spending restraint and higher revenues had to 
be used to pay rising interest costs rather than to reduce the deficit. From 1984-85 
to 1988-89, for example, revenues increased by $33.2 billion. Increased 
expenditures on government programs accounted for $13.2 billion of the increase 
in revenues (Chart 2.7). Increased benefits to the elderly, transfers to provinces, 
agricultural subsidies, and defence and Official Development Assistance (ODA) 
more than account for the increase in program spending. Of the balance of the 
revenue increase, amounting to $20 billion, over 50 per cent was required to pay 
the increase in interest charges on the public debt. By 1988-89, over 31 cents of 
every dollar collected in taxes and other revenues was required to pay the interest 
on the public debt. 
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Chart 2.7 


Disposition of Revenue Increase 
1984-85 to 1988-89 


Program expenditures: 

$13.2 billion : 
Debt interest: 

$10.5 billion : 


Vy Deficit reduction: ] | 
Y $9.4 billion 
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Increase in Program Expenditures 
1984-85 to 1988-89 


(billions of dollars) 
Elderly benefits 4.0 
Transfers to other levels of government 4.6 
Agricultural subsidies 1.9 
Defence /Official Development Assistance 3.0 
Other program spending - 0.3 
Total program spending NE 


Economic Benefits of Controlling the Debt Problem 


ations 


on Future Gener 


ed 


the Burden Impos 


Reduces 


Debt Control 


N = 
20 £2) 
= 
fee) 
wey esl (SS 

NS BIS 

yy te; 
g ~-SEE 

wa = 
eco O 10 
B+ & Yow <) 
nO Ses a pacar 
Se @ 2 ee i) 
On aS Se oe 
ORs — vo 
— YO =* tH WM 
o£ 289 30 
SHA 8 ie) 
=e oe OF oO 
Bag 3S 5 3 
a7, ore — 
Pay 65) es ~~ 
e{ lel an Co) RS) 2 
so Sig SS 
<a Oo ro QD hay 
Zoe ao Ag 
BSonsga 2. 
Gee cio So 
Bao g7 gs a 
oy (en) Kel fol KOE ae, Y 
SA 4 Oo Oo as 
etc orn = 1) 
a fo) 
5~- CS os 9 & 
Oo 5 US 8 a 
“S' ®) CA Se <a] S <B) 
BOS oe s= 
Fa) 60. o 2 
©) 
cfs 5) elem Sa 
oOr AG 5 n 
nN O DV HY ee | 
Sac Oo OL, >) 
OovUv 5 § 2 & 
iS. Or eins & Co fw 
se: ©) (S) N VY gs 
ar 2D Ye SO DH 

Se SO TS |) tS 
— * OY es CS 
Bos o= 2 See 
tn CO aye CO O mr 

Yc BABS 
OF COMGS sO aaah 
aAzo Oo SO 
OD-onuwud & 

= 

a Saavcs 


= By GB) Ke 


“) 
tome 
fo} 
r= 
o 
na 
=| 
fe} 
‘= 
WwW 
o 
a 
oO 
= 
fe} 


=] Public debt per household 


iia Disposable inc 


198 


it 


Se ee RO BSE i iS i a ee ante ote sae oon ea 
mr Sa | ERE ER Se Pe Ra te 


—! 


~~ 


The current high level of debt relative to the size of the economy is a substantial 
burden for Canadians today and an even larger burden for future generations. 

A portion of federal government expenditures is related to the acquisition of 
productive assets which will generate benefits in the future. Financing productive 
assets through a build-up of public debt is appropriate and does not result in a 
burden for future generations. However, the current stock of debt has resulted 
mainly from the financing of past and current consumption. This results in future 
generations having to pay for today’s consumption through either higher taxes or 
lower government spending on programs. This intergenerational transfer of the 
debt burden is unjust. 


Debt Control Provides Fiscal Flexibility 


In 1988-89, over 31 per cent of budgetary revenues, or about 25 per cent of all 
budgetary expenditures, went to servicing the debt (Charts 2.9 and 2.10). Public 
debt charges are projected to reach $39.4 billion in 1989-90, 35 per cent of 
budgetary revenues, or almost 28 per cent of budgetary expenditures. In 1976-77, 
the comparable figures were approximately 14 per cent and 12 per cent, 
respectively. This high relative cost of debt service significantly reduces the 
government’s room to respond to adverse economic developments. Furthermore, 
achieving ongoing reductions in the deficit requires that increases in debt service 
charges be offset by a combination of reductions in program expenditures and 
increases in revenues. This restricts the government’s ability to provide programs 
without further tax increases. 


Debt Control Contributes to the Achievement of Sustained Economic Growth 


Sustained economic growth requires low and stable interest rates and a high 
degree of investor confidence. Achieving lower interest rates in the present 
economic circumstances requires a reduction in demand pressures. Debt control, 
by reducing deficits, reduces aggregate demand pressures and increases net 
savings. It therefore complements monetary policy and provides the environment 
necessary for the achievement of lower inflation and lower interest rates. 


Fiscal consolidation together with economic policies to improve the structure and 
functioning of the Canadian economy have contributed significantly to a 
rebuilding of confidence in both the business and household sectors. They have 
been a significant factor contributing to strong economic growth since 1984. 
Reversal of the trend toward fiscal consolidation would seriously undermine 
confidence, put upward pressure on interest rates and lead to a slowing of 
economic growth and a rise in unemployment. This in turn would put further 
upward pressure on the deficit. 


Debt Control Raises Future Living Standards 


Expansion of the productive capacity of the economy is necessary to secure higher 
living standards. Debt control promotes high rates of private capital formation by 
providing an environment conducive to low and stable interest rates. Moreover, 
debt control reduces the share of savings absorbed by government and enlarges the 
share available for private capital formation. High rates of capital formation 
result in strong growth in productivity, improved competitiveness and, ultimately, 
higher potential growth. This means more jobs and higher incomes for Canadians. 


Chart 2.11 
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Foreign capital inflows provide the financing of any excess of government deficits 
over net domestic savings. Financing deficits with foreign rather than domestic 
Savings creates a wedge between what is produced and what can be retained by 
Canadians, the difference being the costs of servicing international debt. 
Financing current consumption by borrowing abroad reduces the future 
consumption potential of Canadians. 


Strategy for Debt Control 


Despite significant actions taken in the last four years to restore fiscal order, the 
continuous increase in the stock of debt and higher public debt charges have 
limited the amount of deficit reduction that could be achieved. Moreover, rising 
interest rates over the past year have substantially increased interest payments on 
the large and growing public debt and have significantly offset the impact of 
previous fiscal actions. 


This budget represents a major step in further controlling the growth of the public 
debt to secure sustained economic growth and higher living standards for 
Canadians. The policies introduced in this budget generate further reductions in 
program expenditures relative to the size of the economy and an increase in the 
revenue yield of the economy. With the exception of 1989-90, the deficit is 
reduced significantly each year and by 1993-94 is forecast to reach $15 billion, 
less than half its 1989-90 level. The growth in public debt continues to slow 
(Chart 2.11). The debt-to-GDP ratio stabilizes at just over 56 per cent in 1990-91 
and is projected to decline over the medium term (Chart 2.12). 
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Chart 2.12 


The Debt-to-GDP Ratio: 
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3. Policy Actions Introduced in this Budget 


This chapter reviews the progress in controlling government spending and in 
raising the revenue yield from the tax system. It provides a summary of the 
expenditure and revenue measures introduced in this budget, as part of the 
government’s continuing commitment to fiscal consolidation. More detailed 
information on the individual measures is contained in the Budget Papers. 


Managing Government Expenditures 


The spending record of the past four years demonstrates the success of the 
government’s expenditure strategy. From 1984-85 to 1988-89, total budgetary 
expenditures increased at an annual average rate of 5 per cent, only one-third of 
the annual average increase of 15 per cent in the previous four years (Chart 3.1). 


Nearly 45 per cent of the increase in budgetary expenditures over the period 
1984-85 to 1988-89 was attributable to higher public debt charges, with the result 
that by 1988-89, public debt charges became the single largest component of 
government spending (Table 3.1). 


Program spending advanced at an annual average rate of only 3.6 per cent in the 
four years ending 1988-89 (Chart 3.2). This was less than half the growth in the 

economy and less than the rate of inflation. It was in sharp contrast to the annual 
average increase of 13.9 per cent experienced over the four years ending 1984-85. 


Changes among the components of program spending varied greatly (Chart 3.3). 
Annual average increases above 4 per cent were recorded in five of them: Official 
Development Assistance (ODA), defence, major subsidies, transfers to other levels 
of government and transfers to persons. The other two — payments to Crown 
corporations and operations of government (personnel, operating, maintenance 
and capital) — recorded declines. 


This profile of program spending reflected government priorities over the last four 
years. To reduce costs and improve efficiency, the government introduced 
measures that reduced its operating costs. To remove economic inefficiencies, 
payments to Crown corporations and various subsidy payments were cut. 
Measures were taken, however, to help those most in need and to assist individuals 
to adapt to changing economic and social circumstances. The government 
maintained support to individuals, either through direct social transfer payments 
or through special subsidies, such as special grains assistance to farmers. Funding 
to other levels of government for health, post-secondary education, equalization 
and for various welfare programs grew faster than inflation. This was also the case 
for defence and Official Development Assistance. 
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The expenditure restraint measures introduced in this budget largely account for 
the slowing in the annual average rates of growth over the next five years for 
Official Development Assistance, defence, subsidies and cash transfers to other 
levels of government (Chart 3.4). The lower growth rate in transfers to other levels 
of government is further dampened by the inclusion of large prior-year payments 
in 1988-89 for equalization and the impact of the relative increase in the value of 
the tax transfer on cash transfers under Established Programs Financing. 
Transfers to persons are expected to continue to grow strongly, largely due to 
higher benefits to the elderly, reflecting demographic factors and increases in 
benefits, which are fully indexed to changes in the consumer price index. Growth 
in payments to Crown corporations and in costs of government operations will 
continue to be restrained. 
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Expenditure Measures in this Budget 


Transfers to Persons 


Transfer payments to persons represent the largest component of federal 
government program spending. They include elderly benefits, unemployment 
insurance payments, family allowances, veterans allowances and benefits, as well 
as a number of other pensions and allowances. Half are directed to the elderly in 
the form of old age security, the guaranteed income supplement and spouse’s 
allowances. The aging of the population and full indexation of benefits to inflation 
has made this one of the fastest growing areas of government spending. 
Unemployment insurance payments account for over one-third of direct payments 
to persons. The growth in payments under the unemployment insurance program 
has been restrained over the past four years due to falling unemployment. The 
limiting of indexation of family allowance benefits, introduced in the May 1985 
budget, along with a declining population base, has slowed the growth in family 
allowances. 


The government remains committed to helping those most in need. In keeping 
with this commitment, federal transfers for family allowances and old age security 
benefits to higher-income Canadians will be repaid to the government. Individuals 
whose net income exceeds $50,000 will repay old age security and family 
allowance benefits at a rate of 15 per cent of individual net income exceeding 
$50,000. About 14 per cent of family allowance recipients and 4.3 per cent of old 
age security beneficiaries will be affected by this measure. The tax system is used 
as the vehicle for the repayment as it is the most efficient way for repayment to be 
made. When repayment is fully in effect, the net flow of transfers under the old 
age security and family allowance programs will be reduced by about $500 million 
a year. 


Table 3.2 


Transfers to Persons 


1984-85 1988-89 1989-90 


(billions of dollars) 
Elderly benefits 11.4 183 16.4 
Unemployment insurance program payments 10.1 10.9 iB 
Family allowances 2.4 2.6 2.6 
Other eZ bed 17 
Total 25) 30.0 32.6 
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The Minister of Employment and Immigration recently announced a new labour 
force strategy for the 1990s, involving changes to the unemployment insurance 
program. It will improve the program’s effectiveness and fairness, while 
continuing to recognize the special circumstances of regions with high levels of 
unemployment. Greater emphasis will be placed on active training and re- 
employment measures for the unemployed. Inconsistencies with Canada’s Charter 
of Rights and Freedoms will be eliminated. The overall size of the unemployment 
insurance program will not be reduced. The government is also changing the 
financing provisions of the program. The changes are described in the section 
entitled “Financing the Unemployment Insurance Program”. 


Transfers to Other Levels of Government 
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Transfers to other levels of government largely consist of payments under 
Established Programs Financing (EPF), the equalization program and the Canada 
Assistance Plan. Under EPF, the government provides financial assistance to the 
provinces and territories for their responsibilities for health care services and post- 
secondary education. Federal support is provided on an equal per capita basis. 
Cash payments to provinces under Established Programs Financing amounted to 
$8.9 billion in 1988-89. An additional $9.5 billion in support to the provinces was 
provided through the tax system for total EPF transfers of $18.4 billion. The 
equalization program provides provincial governments with sufficient revenues to 
enable them to have reasonably comparable levels of public services at reasonably 
comparable levels of taxation. Robust growth in overall provincial revenues, 
together with strong economic growth in Ontario, has substantially increased these 
payments. Payments under the Canada Assistance Plan have also increased 
rapidly over the past four years. 


Since transfer payments to other levels of government account for a large portion 
of federal spending — about 24 per cent of program spending — they cannot be 
ignored if further progress is to be made in reducing the deficit and controlling the 
public debt. Beginning in 1990-91, the annual rate of growth in EPF entitlements 
will be reduced by one percentage point. This measure is expected to provide 
savings of $200 million in the first year. Legislative provisions will ensure that the 
growth in the total EPF entitlements will not fall below the rate of inflation. 
Equalization transfers will not be affected. 


In the February 1988 budget, funds were allocated for the implementation of the 
Canada Child Care bill, which was designed to accelerate the creation of 200,000 
new child care spaces. These funds were in addition to increases to the Child Tax 
Credit and the Child Care Expense Deduction. These tax provisions, amounting to 
some $2.3 billion of assistance over seven years, are now law. Although the 
Canada Child Care bill was passed by the House of Commons, it was not passed 
by the Senate. Given the current fiscal situation, the government has decided not 
to proceed with the bill at this time. Before the end of its term of office, the 
government will act to meet its child-care objectives. In the interim, 


Table 3.3 


Transfers to Other Levels of Government 


1984-85 1988-89 1989-90 


(billions of dollars) 
Established Programs Financing‘ 8.6 8.9 a 
Equalization” 5.4 Je3 es 
Canada Assistance Plan Jai, 4.6 4.8 
Other 2.0 Si) 2.8 
Total 1977. 24.3 24.0 


( 


Cash portion only. Total EPF cash and tax transfers in 1984-85, 1988-89, and 1989-90 are $15.2, $18.4 and 
$19.5 billion, respectively. 


(2 


Payments in 1988-89 are affected by the inclusion of large retroactive payments for prior years. Excluding 
prior-year adjustments, equalization entitlements are projected to increase by S per cent between 1988-89 
and 1989-90. 


the government will continue to share the costs of child care services that are 
eligible for support under the Canada Assistance Plan. Not proceeding with the 
Canada Child Care bill at this time will generate savings of $195 million in 1990-91. 


The federal government has also initiated discussions with the provinces to 
renegotiate existing cost-sharing arrangements under the Crop Insurance Act. At 
present, only two provinces, Newfoundland and Quebec, cost-share equally with 
the federal government. An equitable cost-sharing arrangement with all provinces 
would result in federal savings of about $90 million in 1989-90 and $110 million a 
year thereafter. 


Major Subsidies and Transfers 


In 1988-89, the government spent $11.2 billion on subsidy payments, an increase 
of $2.1 billion from 1984-85. Most of the increase over the past four years was 
concentrated in the agricultural sector, mainly due to unprecedented payments 
under existing programs and ad hoc special measures to support grain farmers 
affected by drought and the low grain prices resulting from the agricultural trade 
war between the United States and the European Economic Community. 


Additional funding was allocated to regional development in the Atlantic 
provinces (through the Atlantic Canada Opportunities Agency), Western Canada 


zo 
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(through the Department of Western Diversification), Quebec, and northern 
Ontario. Additional resources were provided to the various native programs 
administered by the federal government. In contrast, energy subsidies and direct 
business subsidies were cut significantly. Eliminated programs include the 
Petroleum Incentives Program, the Petroleum Compensation Program, the 
Canadian Oil Substitution Program, the Canadian Home Insulation Program and 
the Industrial Regional Development Program. 


Table 3.4 


Major Subsidies and Transfers 


1984-85 1988-89 1989-90 


(billions of dollars) 
Agriculture 0.7 216 17 
Industrial/regionai development 0.8 1.6 agi 
Native programs eS PED 235 
Job creation and training 1.8 1.8 1.8 
Transportation 0:9 1.0 0.7 
Science and technology 1.0 ln hy 
Energy Ps 0.7 0.6 
Other 0.1 O72 0.4 
Total 9.0 Eie2 10.5 


As part of the expenditure restraint measures introduced in this budget, the Dairy 
Special Export Program, costing about $7 million per year, will be eliminated. The 
government will continue to guarantee loans to producers under the Advance 
Payments for Crops Act and the Prairie Grain Advance Payments Act, but will no 
longer pay the interest on these advances. 


Transportation subsidies are being cut back. The At and East Grain and Flour 
Subsidy Program will be eliminated. This program, responding to a 1959 rate 
reduction by U.S. railways for grain movements from points “‘at and east” of 
Buffalo, New York to Atlantic ports, provides subsidies to the railways in order to 
keep freight rates, for certain export movements of grain and flour, at levels in 
effect in the 1960s. The rationale for the subsidy no longer exists, since shipping 
by rail to U.S. ports now costs considerably more than shipping by water 


through the Great Lakes/St. Lawrence Seaway. Annual savings will amount to 
$40 million. 


The Canadian Exploration and Development Incentive Program, targeted to the 
oil and gas sector, is being terminated. Funding for the Defence Industry 
Productivity Program is being reduced by 10 per cent beginning in 1991-92. 


Major Payments to Crown Corporations 


Major payments to Crown corporations have been cut during the past four years, 
largely by making Canada Post Corporation self-sufficient and closing the heavy 
water plants in Cape Breton. This budget will further restrain growth in payments 
to Crown corporations. 


Table 3.5 


Major Payments to Crown Corporations 


1984-85 1988-89 1989-90 


(billions of dollars) 
CMHC 1.5 17 1.8 
CBC 0.9 0.9 1.0 
VIA Rail 0.5 0.6 0.5 
Canada Post Corporation 0.6 O22 02 
Other je 1.0 12 
Total 4.6 4.4 4.7 


The government currently provides VIA Rail with a subsidy of about $600 million 
per year. Current projections suggest that substantial additional funding would be 
required for operating and capital acquisition over the coming years. 


The government intends to rationalize passenger rail services in Canada in a way 
that ultimately results in the substantial reduction of the large subsidy currently 


being paid. 

Options which will be considered include an increase in fares, service reductions 
and a closure, sale or transfer of substantial parts of the system. The assessment of 
these options will take into account the Corporation’s report which the government 
has requested be submitted as early as possible. Assistance to providing services to 
isolated communities will continue. 
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Defence 


Subsidies to the Canada Mortgage and Housing Corporation will be scaled back 
by discontinuing the rental portion of the Residential Rehabilitation Assistance 
Program (RRAP). This subsidy provides financial assistance to landlords to 
upgrade properties. It is not fully targeted to low-income households, since 
landlords are not required to rent the renovated units to such tenants. The 
elimination of the rental component will yield annual savings of $55 million when 
existing commitments are completed. The homeowners, on-reserve and disabled 
components of the RRAP will not be affected. 


Publications distribution subsidies to Canada Post Corporation are being reduced 
as is funding for the Canadian Broadcasting Corporation. Federal Business 
Development Bank management services are also being cutback. The operations of 
the Canadian Dairy Commission will be put on a full cost recovery basis and no 
new loans will be made under the Commodity-Based Loans Program administered 
by the Farm Credit Corporation. Funding for the National Capital Commission 
will be reduced. 


Growth in defence spending has increased significantly in the past four years, 
reflecting the priority placed by the government on refurbishing Canada’s defence 
capabilities. Although it remains a high priority, growth in spending must be 
reduced until the fiscal situation improves. Savings of $2.7 billion over the next 
five years will result. 


Table 3.6 


Defence 


ee ee 
1984-85 1988-89 1989-90 
ee ee eee 
(billions of dollars) 
Defence spending 8.8 et 112 
ee i ae eee ee 


Official Development Assistance 
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Assistance to developing nations was projected to increase, reflecting the 
government’s intention to maintain its Official Development Assistance 
contributions at 0.5 per cent of gross national product to 1990-91, and to achieve 
0.6 per cent by the mid-1990s. Given the seriousness of the fiscal situation 
however, the government has concluded that such growth rates cannot be 
sustained. Planned growth in Canada’s Official Development Assistance 
contribution will be reduced by $1.8 billion over the next five years. 


Table 3.7 
Official Development Assistance 


See St ee ee Ce Ny eee 

1984-85 1988-89 1989-90 

a a Os eee ee eee 
(billions of dollars) 


Official Development Assistance Zl 2.8 2.4 
aS SE sh eo ine Rene TG 


Operations of Government 


The decline in operations of government between 1984-85 and 1988-89 was due 
largely to the strict budget constraints applied to all departments over the period. 
Between 1984-85 and 1988-89, the number of authorized person-years was 
reduced by more than 10,000. A general cut, averaging 2 per cent, was applied to 
government operations in 1986-87, with funding restricted to grow by only 2 per 
cent a year thereafter. In real terms, spending on the operating costs of 
government has declined by over 20 per cent over the past four years. Expenditure 
restraint introduced in previous budgets will continue to restrain the growth in 
operations of government over the medium term. 


Table 3.8 


Operations of Government 


1984-85 1988-89 1989-90” 


(billions of dollars) 


Personnel o8 9.4 9.9 
Other operations and maintenance SS) 5.2 Dee) 
Capital De) 1.6 1.6 
Total ilies) 16.2 WEY) 


‘) Excludes reserves net of lapse. 
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Table 3.9 


Expenditure Restraint Measures 


1989-90 1990-91 


(millions of dollars) 


A. Transfers to persons 
— Repayment of social transfers" - 215 


B. Transfers to other levels of government 


— Established Programs Financing - 200 
— Canada Child Care bill 175 195 
— Crop-insurance cost sharing 90 110 
Total 265 505 
C. Major subsidies and transfers”? 
— Atand East subsidies 20 40 
— Branchline Rehabilitation Program 46 2 
— Prairie Grain Advance Payment/Advance Payment 
for Crops Act 27 27 
— Canadian Exploration and Development Incentive Program 80 - 
— Secretary of State — grants and contributions 10 16 
— Dairy export subsidy 5 7 
Total 188 92 
D. Major payments to Crown corporations 
— VIA Rail 50 75 
— Residential Rehabilitation Assistance Program 21 49 
— Publications distribution assistance 10 45 
— Canadian Broadcasting Corporation - 20 
— Federal Business Development Bank 13 13 
— Commodity-based loans 6 9 
— Canadian Dairy Commission 3 4 
— National Capital Commission 5 5 
Total 108 223 
Defence S/S) 611 
Official Development Assistance 360 360 
G. Operations of government 
— Unsolicited Proposals Program 10 20 
— Public Works Canada capital deferral 20 20 
— Newfoundland prison if 14 
— Conservation and Renewable Energy Offices/National 
Conservation and Alternative Energy Initiatives 10 9 
— Tourism marketing = 5 
— Automated cheque deposit - 3 
— Canada Oil and Gas Lands Administration 2 y 
Total 49 73 
H. Total expenditure restraint measures 1,545 2,079 


‘') This repayment will be achieved through the operation of the tax system. 
‘) There will be a reduction in funding for the Defence Industry Productivity Program of $25 million per year 
beginning in 1991-92. 


Additional initiatives being implemented in this budget include: closing the 
Conservation and Renewable Energy Offices, terminating the Unsolicited 
Proposals Program, delaying construction of a new federal prison in Newfound- 
land, and cutting funds for tourism and the Canada Oil and Gas Lands 
Administration. 


Summary 


The total impact of the government’s expenditure restraint strategy is shown in 
Table 3.9. In 1989-90, this restraint will yield savings of $1.5 billion, rising to 
about $2.5 billion a year when fully implemented. Program spending will decline 
from 16.7 per cent of gross domestic product in 1988-89 to 16.1 per cent this year 
and to 15.2 per cent by 1993-94 as a result of the expenditure measures announced 
in this and in past budgets, coupled with sustained economic growth. Relative to 
the size of the economy, program spending will be down to levels not observed 
since the late 1960s. 


The Revenue Plan 


The declining yield from the tax system experienced since the late 1970s was one 
of the reasons for the increase in the deficit to 1984-85. This pattern reflected a 
combination of the various discretionary changes to the tax system since the mid- 
1970s and the direct and indirect impacts of the 1981-1982 recession. 


The discretionary expenditure actions introduced since the fall of 1984, combined 
with continued economic growth, would not by themselves have ensured year-over- 
year declines in the deficit. Revenue-increasing actions were also required; the 
measures introduced since November 1984, together with continued economic 
growth, have resulted in budgetary revenues increasing as a per cent of GDP from 
15.9 per cent in 1984-85 to 17.4 per cent in 1988-89. Owing to the current 
imbalance of expenditures and revenues, additional measures are being proposed 
in this budget which are projected to increase the yield from revenues to about 

18 per cent by 1993-94. 


Tax Measures 


The budget proposes tax increases across the range of major revenue sources: sales 
tax, excise levies, personal income tax, and corporate tax. These are set out in the 
following sections and described in more detail in the Budget Papers. 


A major element of the government’s revenue strategy is the replacement of the 
existing manufacturers’ sales tax with a new system on January 1, 1991. Sales tax 
reform will be implemented in a manner consistent with the projected medium- 
term deficit track. 


a 


Sales Tax and the Refundable Sales Tax Credit 


Pending the implementation of sales tax reform, the existing rates of federal sales 
tax will be raised as follows: 


e The 18-per-cent rate on tobacco and alcohol increases to 19 per cent 
April 28, 1989. 


e The 12-per-cent general rate increases to 13 1/2 per cent June 1, 1989. 


e The 10-per-cent rate on telecommunications services and programming 
services increases to 11 per cent June 1, 1989. 


e The 8-per-cent rate on construction materials and equipment for buildings 
increases to 9 per cent January 1, 1990. 


Since the new sales tax will be implemented on January 1, 1991, the government 
will not proceed with the interim measures proposed in the February 1988 budget 
relating to the treatment of marketing and distribution costs and to wholesalers’ 
licences. 


The net impact of these increased rates of sales tax and the decision not to proceed 
with the interim measures is projected to increase revenues by $800 million in 
1989-90 and $1.7 billion in 1990-91. 


In order to protect low-income Canadians against the impact of these sales tax 
increases, the refundable sales tax credit for adults will be increased from $70 to 
$100 in 1989 and to $140 in 1990. The credit for children will be raised from 

$35 to $50 in 1989 and to $70 in 1990. As well, the income threshold at which the 
credit begins to be phased out will be increased from $16,000 to $18,000 in 1990. 
As the refundable sales tax credit is paid through the personal income tax system, 
personal income tax revenues will be lowered by $135 million in 1989-90 and 
$465 million in 1990-91. Further enhancements of the credit will accompany sales 
tax reform in 1991. 


Excise Levies 
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The following changes in excise levies are proposed: 


e A 1|-cent-per-litre increase in the excise tax on gasoline and aviation gasoline 
will take effect April 28, 1989, with a further 1-cent-per-litre increase 
January 1, 1990. 


e An additional |-cent-per-litre increase in the excise tax on leaded gasoline 
and aviation gasoline will take effect April 28, 1989. 


¢ The rebates to primary producers for federal sales tax on motive fuels, which 
were to expire on December 31, 1989, will be extended to January 1, 1991, 
the date of implementation of the new sales tax; the rebates to primary 
producers for the excise tax on gasoline and diesel fuel will expire as 
scheduled December 31, 1989. 


e A $4-per-carton increase in the excise levies on cigarettes, along with a 
proportional increase in the excise levies on cigars, will take effect April 28, 
1989; a $4-per-200-grams increase in the levies on manufactured tobacco will 
take effect April 28, 1989, with an additional $1.30-per-200-grams increase 
October 1, 1989. 


These excise levy measures are estimated to increase revenues by about 
$1.6 billion in 1990-91. 


Personal Income Tax 


The existing federal surtax on individuals of 3 per cent of basic federal tax will be 
increased to 5 per cent July 1, 1989. The full-year impact of this measure will be 
to raise revenues by about $1 billion. 


An additional high-income surtax of 3 per cent will be levied on basic federal tax 
in excess of $15,000, commencing July 1, 1989. The combined result is a surtax of 
5 per cent on taxpayers with income up to about $70,000 and 8 per cent above this 
level. The high-income surtax will generate about $200 million a year. 


Several other measures are being introduced that make structural improvements 
in the personal income tax system, but do not have large revenue impacts: 


e Interest income accruing on investments purchased after 1989 will be 
required to be reported annually. 


¢ Legal expenses incurred in obtaining retiring allowances or pension benefits 
will be deductible. 


e Additional tax assistance will be provided for the working disabled. 


Corporate Tax 


A significant amount of additional revenue will be raised from the corporate sector 
through a large corporations tax and through modifications to the existing 3-per- 
cent surtax. The new tax will be imposed at a rate of 0.175 per cent on the capital 
employed in Canada in excess of $10 million. The tax will be fully creditable 
against the corporate surtax. In addition, the base for the existing 3-per-cent 
corporate surtax will be modified so as to generally raise the effective rate of 
surtax for smaller companies that are exempt from the new tax. 


The large corporations tax and modified surtax will raise additional revenues of 
$410 million in 1989-90, increasing to about $1 billion in 1990-91. The revenue 
raised by these measures, in combination with the existing surtax, is equivalent to 
what would be raised by a corporate surtax of about 10 per cent. The large 
corporations tax does this, however, in a manner ensuring that all large 
corporations pay tax. 


33 


As a further step in a series of measures taken over the last several years to 
prevent the transfer of tax losses, the transfer of benefits of accelerated capital 
cost allowances through leasing will be constrained. 


In addition: 
e The preferred share dividend tax deduction will be adjusted. 
e The payment of corporate tax instalments will be accelerated. 


e Medium-sized business will be relieved from having to move to a four-times- 
per-month remittance of source deductions. 


e Rules relating to securities lending and “rental” of dividends will be modified. 


e The interest rate on overdue corporate and personal income taxes will be 
increased to encourage more prompt payment and the interest rate paid on 
tax refunds will also be increased. 


Financing the Unemployment Insurance Program 
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The Minister of Employment and Immigration recently announced a new labour 
force strategy that includes restructuring the unemployment insurance program to 
provide more training and fewer disincentives to work. There is general agreement 
that a heightened focus on training is needed in Canada to ensure that workers 
have the skills they need throughout their lives in a rapidly changing world 
environment. Inconsistencies with Canada’s Charter of Rights and Freedoms will 
be eliminated. 


At present, federal government revenues finance regional extended benefits, 
benefits for fishermen that are in excess of the premiums they pay, and extended 
benefits to claimants undertaking approved training or participating in job 
creation projects. The estimated costs of benefits paid by the government were 
about $3 billion in 1988-89. The remaining costs of the program, including both 
benefits and administration, amounting to about $9 billion in 1988-89, were 
financed through employee-employer premiums. 


Beginning in 1990, the full cost of the unemployment insurance program will be 
financed through employee-employer premiums. The government will continue to 
contribute to the financing of the program in difficult economic times when it is 
inappropriate to raise premiums and prudent to allow deficits to build in the 
Unemployment Insurance Account. For example, following the 1981-1982 
recession, large deficits were allowed to accumulate in the Account as a result of 
the government’s decision to maintain stability in the unemployment insurance 
premium rates. These deficits were eliminated gradually over time as the overall 
performance of the economy improved. To provide for stability in the future and 
to cushion the impact of the change in financing, the premium rate for employees 
will be set at $2.25 per $100 of insurable earnings for 1990, 1991 and 1992. This 
rate is lower than the rate that would be required initially to reflect fully the 
financing changes. 


The financing changes will contribute $1.9 billion to deficit reduction in 1990-91, 
after taking into account that unemployment insurance contributions are tax 
creditable and that the government also contributes to unemployment insurance as 
an employer. 


Table 3.10 


Fiscal Impact of Revenue Measures Announced in this Budget 


1989-90 1990-91 


(millions of dollars) 


Tax measures 


Federal sales tax rate changes 


General FST 1,140 15615 
Construction materials 40 255 
Telecommunications tax 80 110 
Tobacco and alcohol 55 70 
Withdrawal of interim sales tax measures —520 —370 


Excise levy increases 


Gasoline 360 655 

Tobacco 895 970 
Personal income tax” 

Increase in surtax 590 1,040 

High-income surtax 90 160 

Increase in refundable sales tax credit —135 —465 
Large corporations tax and modification to surtax 410 970 
Other tax measures 265 40 
Total tax measures 3,210 5,050 
Financing the unemployment insurance program 425 1,900 
Total revenue measures 3,695 6,950 


(“) In 1990-91, personal income tax revenues will also be affected by the repayment of social transfers. These 
have been treated as part of the expenditure restraint measures and are included in Table 3.9. 
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4. The Short-Term Fiscal Outlook: 
1988-89 to 1990-91 


This chapter presents the government’s budgetary position to fiscal year 1990-91. 
From the peak of $38.3 billion in 1984-85, the annual deficit recorded sizeable 
year-over-year reductions to 1987-88. The declines in the deficit in this period 
reflected a combination of fiscal actions and the strength of economic activity. The 
deficit outlook for 1988-89 remains unchanged from that presented in the 
February 1988 budget. For 1989-90, the actions taken in this budget do not fully 
offset the impact of much higher interest rates and, as a result, the deficit rises to 
$30.5 billion. The measures introduced in this budget, however, return the deficit 
to a downward track. 


The first section highlights the major factors affecting the projected deficit track 
over the short term and the changes in the deficit projections since the February 
1988 budget. Subsequent sections provide more detailed information on the 
projections for expenditures, revenues, non-budgetary transactions and borrowing 
requirements. 


Factors Affecting the Deficit 


In both the June 1987 White Paper on Tax Reform and in the February 1988 
budget, the pace of deficit reduction in 1988-89 and 1989-90 was expected to 
moderate from the significant declines registered in the previous three years. This 
slowdown reflected a number of factors: the continuing impact of the lower oil and 
grain prices in 1986 and the related policy initiatives introduced to provide 
assistance to the agricultural and energy sectors; and the transitional impact of 
personal and corporate income tax reform. 


Economic growth in 1988 turned out to be substantially stronger than had been 
expected in the February 1988 budget. The unanticipated strength in economic 
activity had a favourable impact on the underlying tax bases, thereby resulting in 
higher budgetary revenues relative to that expected in February 1988. However, 
the stronger economic growth was also accompanied by increasing inflationary 
pressures arising from the tightening of product and labour markets. This, in turn, 
led to a substantial rise in interest rates. The impact of the higher interest rates on 
public debt service charges has largely offset the additional revenues from the 
stronger economy. The deficit for 1988-89, therefore, is still estimated at 


$28.9 billion. 
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Table 4.1 


The Economic Projections 


ee ee ee ee eS ee ee 
1988 1989 1990 


a eee aa ee ne 
(percentage change 
unless otherwise indicated) 


Gross domestic product 


Value 8.9 1M; 4.8 

Price 4.2 4.5 By dl 

Volume 4.5 3.0 Ley 
Consumer price index 4.1 4.8 4.4 
Employment se He 0.7 
Unemployment rate (per cent fourth 

quarter level) ee. 8.2 8.5 
90-day commercial paper rate (per cent) et 12.0 10.1 


a ee es = 


Note: For details see Canada’s Economic Prospects in the 1990s: Achieving Sustained Economic Growth. 


The compounding effect of these higher interest rates on debt servicing costs 
results in a significant increase in public debt charges in 1989-90. The impact of 
the higher level of gross domestic product in nominal terms in 1988 and 1989, 
coupled with the discretionary actions announced in this budget, do not totally 
offset the increase in public debt charges. As a result, the deficit in 1989-90 rises 
to $30.5 billion. Thereafter, the discretionary actions in this budget and the 
impact of lower interest rates once again put the deficit on a downward track 
(see Table 4.2). 


- Table 4.2 


Summary Statement of Transactions 


1988-89 1989-902 1990-91 


(billions of dollars 
unless otherwise indicated) 


Budgetary transactions 
Budgetary expenditures 


Program expenditures 100.0 LOSS 109.0 
Public debt charges 33.0 39.4 Sees 
Total expenditures 133.0 142.9 148.8 
Budgetary revenues 04d 112.4 120.8 
Deficit 28.9 30.5 28.0 
Percentage of GDP 4.8 4.7 4.1 
Non-budgetary transactions 6.9 10.0 10.4 
Financial requirements? 22.0 20.5 Wig 
Percentage of GDP 3 32 2.6 
Net public debt 22121 35.156 379.6 
Percentage of GDP 53.6 54.5 56:5 


Note: Figures may not add due to rounding. 


() Estimate. 
(2) Forecast. 
3) Excluding foreign exchange transactions. 


Changes to the Deficit Since the February 1988 Budget 


The deficit estimate for 1988-89 remains unchanged from the February 1988 
budget. The deterioration in the fiscal situation in 1989-90 primarily reflects the 
upward revision to the interest rate outlook. Higher unemployment insurance 
benefits account for most of the increase in program spending, reflecting increases 
in both average benefits and in the number of beneficiaries. These developments 
are partially offset by higher revenues resulting from the higher expected level 

of gross domestic product and the revenue-raising measures introduced in 


this budget. 
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Table 4.3 
Changes to the Deficit Since the February 1988 Budget 


I eR DEE NIG PN ES Rc PAE RE I Ss OE ESS I 
1988-89 1989-90 


a ee ee ee ee ee ey 
(billions of dollars) 


February 1988 budget deficit 28.9 28.6 


Impact of economic and discretionary changes 
on the deficit 


Budgetary revenues — 0.8 — 6.1 
Program expenditures —0.2 1.6 
Public debt charges 0.9 6.4 
Net impact on deficit - Lo 
April 1989 budget deficit 28.9 30.5 


Note: Figures may not add due to rounding. 


(—) denotes a reduction in the deficit. 
(+) denotes an increase in the deficit. 


The Expenditure Plan to 1990-91 
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This section provides an overview of the government’s expenditure plan from 
1988-89 to 1990-91. Details of budgetary expenditures are set out by type of 
payment in Table 4.4. 


Public debt charges are extremely sensitive to changes in interest rates owing to 
the large stock of debt. These charges, the largest single component of budgetary 
expenditures, accounted for over one-half of the expected increase in budgetary 
expenditures in 1988-89, and will account for nearly two-thirds of the increase in 
budgetary expenditures in 1989-90. Thereafter, lower interest rates are projected 
to substantially reduce the growth in public debt charges. 


Program spending is estimated to have increased by 3.6 per cent in 1988-89, less 
than the rate of inflation and down from the 7.6 per cent growth rate experienced 
in 1987-88. Much of the slowdown in the growth of program spending is 
attributable to the timing of payments to farmers and higher lapses in spending on 
government operations. The expenditure reductions announced in this budget 
restrain the growth in program spending over the next two fiscal years and into the 
medium term. 


Transfers to persons are largely demand-driven, reflecting changes in the 
underlying population bases and the economy. In both 1989-90 and 1990-91, 
unemployment insurance program payments and elderly benefits account for most 
of the increase. 


- Transfers to other levels of government advanced by 13.1 per cent in 

1988-89, due largely to much higher equalization payments. The impact on the 
equalization formula of the robust growth in overall provincial revenues was to 
increase payments under this program, both for 1988-89 and prior years. 
Although equalization entitlements are projected to increase by about 5 per cent 
in both 1989-90 and 1990-91, cash payments are projected to be unchanged in 
1989-90. This is due to the inclusion of the large prior-years’ payment in 1988-89. 
Cash transfers under Established Programs Financing are also projected to remain 
restrained in 1989-90. Although entitlements are expected to increase faster than 
inflation, stronger growth in the value of the tax points restrains the cash 
payments under this program. 


Developments in the agricultural sector account for most of the year-to-year 
variations in major subsidy and transfer payments. The expenditure restraint 
measures announced in this budget impact on the payments to Crown 
corporations, defence and Official Development Assistance. 


The costs of government operations in 1989-90 are $0.5 billion lower than in 
1984-85, implying a decline in real terms of over 20 per cent. Thereafter, the cost 
of government operations is expected to increase less than inflation. 


The reserves-net-of-lapse category is the difference between the reserves built into 
the expenditure framework to handle contingencies and the anticipated lapsing of 
appropriated funds. Reserves are necessary to provide a margin for changed 
economic circumstances and contingencies. They provide a measure of flexibility 
throughout the year. The reserves are not allocated until their ultimate use has 
been determined. 
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Table 4.4 


Budgetary Expenditures by Type of Payment 


————— a eee ee 


1987-88') 1988-892) 1989-903 1990-91) 


Se ee 


A. 


_ 


K. 


25) (@) zs) leslie) () 


Transfers to persons: of which 


Payments under the unemployment insurance program 


Old age security benefits 
Family allowances 


. Transfers to other levels of government: of which 


Established Programs Financing 
Equalization 
Canada Assistance Plan 


. Major subsidies and transfers 
. Major payments to Crown corporations 


Defence 


. Official Development Assistance 
. Operations of government 
. Reserves net of lapse 


Program expenditures 


Public debt charges 


Total budgetary expenditures 


(millions of dollars) 
28,783 30,025 32,585 34,360 
10,487 10,925 11,930 PTDS 


14,349 15,280 16,395 17,645 
2,564 2,600 2,610 2,645 
PDL lS, 24,340 24,010 25,180 
8,800 8,905 9,140 9,660 
6,386 7,300 1295 7,680 
4,246 4,595 4,780 5,000 
11,477 11,220 10,515 10,230 
5,784 4,410 4,740 4,685 
10,769 11,075 11,210 eS 
388) 2,780 2,445 2,660 
S77 16,150 16,975 17,545 
= = 1,020 De SIDS 


Se 
96,507 100,000 103,500 108,980 


29,028 33,000 39,400 39,820 
256935) 133,000 142,900 148,800 


a ee eee 


1987-88 1988-89 1989-90 1990-9] 


a ee ees ee 


— 


~ oOmmoo 


. Transfers to persons: of which 


Payments under the unemployment insurance program 


Old age security benefits 
Family allowances 


Transfers to other levels of government: of which 


Established Programs Financing 
Equalization 
Canada Assistance Plan 


. Major subsidies and transfers 
. Major payments to Crown corporations 


Defence 


. Official Development Assistance 
. Operations of government 


. Program expenditures 


Public debt charges 


Total budgetary expenditures 


(percentage change) 


Skil 4.3 8.5 5.4 

0.4 4.2 By 6.7 

6.7 6.5 Hes 7.6 

1E2 Is 0.4 12 

329 Bel —1.4 4.9 

—0.4 Ite? 2.6 Sil 

10.7 14.3 —0.1 S23 

4.8 8.2 4.0 4.6 

ia o2 —2.2 — 6.3 —2.7 

23.8 — 23.7 7.4 —1.1 

7.8 2.8 2 7.0 

S72 7.0 —12 8.8 

7.0 3.6 D2 3.4 
eee 

7.6 3.6 35) 33 

8.9 Ih 33 9/ 19.4 1.1 
SS ee ee eee 

We) DY) 7.4 4.1 


ee ee ee ee 


() Actual. 
2) Estimate. 
(3) Forecast. 


Comparison of Expenditures with the February 1988 Budget 


Table 4.5 compares current projections of federal budgetary expenditures with 
those of the February 1988 budget. Nearly all of the increase is due to higher 
public debt charges, reflecting interest rate developments. Public debt charges 
were up by nearly $1 billion in 1988-89 and are projected to be up by $6.4 billion 
in 1989-90. The increase in program spending in 1989-90 is primarily attributable 
to higher payments under the unemployment insurance program, payments to 
farmers affected by the drought in 1988, and increased equalization transfers. 
These three areas of spending accounted for $2.1 billion of the total increase in 
program spending. Actions to reduce expenditures announced in this budget will 
lower program spending in 1989-90. 


Table 4.5 


Changes to Budgetary Expenditures Since the February 1988 Budget 


1988-89 1989-90 


(billions of dollars) 


February 1988 budget level Wes 28) 1352 
Changes due to economic and other factors 
Program spending —0.2 Del 
Public debt charges 0.9 6.4 
Changes due to policy actions —1.5 
April 1989 budget level 133.0 142.9 


Note: Figures may not add due to rounding. 


(1) Adjusted to exclude the $300 million reduction announced in the February 1988 budget. This reduction is 
included in the discretionary actions taken in this budget. 
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The Revenue Outlook to 1990-91 


os 


Table 4.6 presents the budgetary revenue projections by major category to 
1990-91. 


Table 4.6 
Budgetary Revenue Projections 


ee ee ee ee eee ee 
1987-88) 1988-89?) 1989-90°) 1990-91” 
ne ee re ee ee ee a ere et Te 
(millions of dollars) 


Personal income tax 45,125 45,800 50,455 SOO 
Corporate income tax 10,878 12,000 13,760 14,640 
Unemployment insurance 

contributions 10,425 e235 10,655 12,380 
Sales taxes 12,927 15,820 17,200 18,320 
Excise taxes and duties 10,014 10,220 11,560 1210 
Other revenues 8,083 9,025 8,830 8,140 


3 Eee EE eeeeeSEee*" 


Total budgetary revenues 97,452 104,100 112,400 120,800 
ee ee re ee 


(percentage change from previous year) 


Personal income tax 19.1] ES) 10.2 9.2 
Corporate income tax 10.0 10.3 14.2 6.9 
Unemployment insurance 

contributions 9.1 Wee —5.2 16.2 
Sales taxes 8.0 22.4 8.7 6.5 
Excise taxes and duties 10.3 Dal 134 5.6 
Other revenues 9.0 Miley —2.2 —7.8 

ne a ee ee ee Ee ee ee 

Total budgetary revenues 13.6 6.8 8.0 tee) 
) Actual. 
(2) Estimate. 
3) Forecast. 


The slower growth of budgetary revenues in 1988-89 is attributable largely to the 
timing and impact of the fiscal and cash management initiatives undertaken in 
recent budgets and to personal and corporate income tax reform. Relative to the 
size of the economy, budgetary revenues are expected to increase over the next two 
years, reflecting primarily the revenue actions taken in this budget. 


Despite strong growth in employment and personal incomes in 1988, personal 
income tax revenues increased by only 1.5 per cent in 1988-89. This slowdown 
largely reflected the impact of the reductions in personal income taxes associated 
with income tax reform. In addition, the year-over-year growth rate was 
dampened by the inclusion in the 1987-88 results of the $1.2 billion one-time 
increase in personal income tax revenues associated with the January 1988 source 
deduction acceleration initiative. 


Over the next two years, personal income tax revenues are projected to rebound. 
This growth will result from the projected expansion in the underlying tax base, 


combined with the ongoing impact of measures proposed in previous budgets and 
in this budget. 


In 1988-89, corporate income tax revenues increased by about 10 per cent, 
reflecting the strength in corporate profits and the impact of corporate income tax 
reform. Previous base-broadening measures, together with the large corporations 
tax and the acceleration of corporate tax instalments proposed in this budget, will 
result in corporate tax collections increasing by about 14 per cent in 1989-90. 


With the unemployment insurance premium rate in 1988 unchanged from the 
previous year, increases in employment and maximum insurable earnings 
contributed to the nearly 8-per-cent increase in unemployment insurance 
contributions in 1988-89. Unemployment insurance contributions are projected to 
decline in 1989-90, owing to a reduction in the 1989 employer and employee 
premium rates. The budget proposal to restructure the financing of the 
unemployment insurance program contributes to the large projected increase in 
unemployment insurance contributions in 1990-91. 


In 1988-89, federal sales tax revenues increased by over 22 per cent. About half 
was attributable to the acceleration of remittances from large firms. This measure, 
which was introduced to assist with deficit management during the implementa- 
tion of income tax reform, affected companies’ cash flow only and had no direct 
effect on consumers. The extension of the federal sales tax to telecommunication 
services, together with continued strength in consumer and business spending, 
accounted for the rest of the increase. Although the growth in sales tax revenues is 
projected to slow over the next two years, it will continue to exceed the rate of 
growth of the economy. This outlook reflects the impact of the increases in the 
federal sales tax rates proposed in this budget. 


The main components in the category of excise taxes and duties are customs 
import duties, motive fuel excise taxes and excise levies on tobacco and alcohol 
products. The increases in the excise levies on tobacco products and changes to the 
gasoline excise tax proposed in this budget account for the projected growth in 
excise taxes and duties in 1989-90. In 1990-91, the growth in excise taxes and 
duties is projected to moderate as the impact of the measures proposed in this 
budget are offset in part by the loss of customs import duties associated with the 
phase-in of the Canada-United States Free Trade Agreement. 


The category “other revenues” is comprised of non-resident withholding taxes, 
miscellaneous indirect taxes, return on investments and other non-tax revenues. In 
1988-89, the flow of revenues from these sources increased by almost 12 per cent. 
Higher non-resident withholding taxes resulting from substantially higher 
dividend payments to non-residents, as well as increased interest income on foreign 
exchange reserves, underlie the strength in other revenues in 1988-89. Over the 
next two years, the level of other revenues is projected to decline largely as a result 
of the projected downward movement in interest rates. 
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Comparison of Revenues With the February 1988 Budget 
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Table 4.7 compares the current projections for federal government revenues with 
those contained in the February 1988 budget. The changes between the two 
projections are divided into those attributable to the policy actions taken in this 
budget and those due to changes in the economic environment. 


Table 4.7 


Changes to Budgetary Revenues Since the February 1988 Budget 


1988-89 1989-90 


(millions of dollars) 


February 1988 budget level 103,305 106,310 
Changes due to economic and other factors 
Personal income tax 390 2,395 
Corporate income tax — — 570 
Unemployment insurance contributions 635 —5 
Sales taxes — 930 — 330 
Excise taxes and duties 115 250 
Other revenues 585 655 
Sub-total 795 2,395 
Changes due to policy actions” 
Unemployment insurance premiums 425 
Increase in surtax 590 
High-income surtax 90 
Increase in refundable sales tax credit — 135 
Large corporations tax 410 
Sales and excise tax 2,050 
Other revenue measures 265 
Sub-total 3,695 
Total changes 795 6,090 
April 1989 budget level 104,100 112,400 


ne 


‘) The revenue projections beyond 1989-90 will also be affected by the repayment of social transfers. This 
initiative results in the repayment of old age security and family allowance benefits by higher-income 
Canadians. 


In 1988, the Canadian economy expanded at a pace much faster than anticipated 
in the February 1988 budget. Consequently, although economic growth is 
expected to slow in 1989, personal income and thus personal income tax receipts 
are higher than were forecast in the February 1988 budget. 


Although corporate profits were higher in 1988 than expected in the February 
1988 budget, corporate income tax collections were unchanged in 1988-89 as the 
application of unused losses and deductions resulted in higher tax refunds. Slower 
growth in corporate profits, due in part to higher interest costs, account for the 
lower collections in 1989-90. 


Unemployment insurance contributions are higher in 1988-89 primarily because 
of the stronger growth in employment and earnings, and adjustments relating to 
taxation year 1987. 


The lower level of sales taxes in 1988-89 is attributable mainly to the timing of 
reporting receipts at year end. Revenues expected to be recorded in 1988-89 were 
in fact recorded in 1987-88. Slower economic growth in the latter part of 1989 and 
continued erosion of the sales tax base contribute to the lower level of sales tax 
revenues in 1989-90, relative to the February 1988 budget forecast. 


The higher levels of excise taxes and duties in 1988-89 and 1989-90 reflect mainly 
the ongoing impact of the strong Canadian economy in 1988, particularly on 
customs import duties. Higher-than-expected interest and dividend payments to 
non-residents and interest income on foreign exchange reserves contributed to the 
higher level of other revenues. 


The initiatives introduced in this budget contribute substantially to the increase in 
revenues in 1989-90 relative to the projections made in February 1988. The direct 
impact of these actions is to increase budgetary revenues by $3.7 billion in 
1989-90. Changes to the economic environment, together with the policy actions 
taken in this budget, result in budgetary revenues about $6.1 billion higher in 
1989-90 relative to the level forecast in the February 1988 budget. 


Factors Affecting Financial Requirements 


The government’s net financial requirements reflect not only budgetary revenues 
and expenditures, but also non-budgetary transactions. These include loans, 
investments and advances, specified purpose accounts, and other transactions. 
Non-budgetary transactions have normally provided the government with a net 
source of funds, thereby lessening the extent to which the government has had to 


borrow on financial markets. 


The underlying principle of classification between budgetary and non-budgetary 
transactions is that transactions changing the net indebtedness of the government 
are classified as budgetary, while transactions involving the receipt of offsetting 
financial assets or the creation of liabilities are non-budgetary. These include loans 
to Crown corporations and third parties. In addition, the government maintains a 
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number of trust accounts that are held for third parties, such as the pension 
accounts of federal government employees. Other non-budgetary transactions 
include accounting adjustments to convert certain budgetary transactions which 
are recorded on an accrual basis to a cash basis. These include interest accounts, 
accounts payable, cash-in-transit and outstanding cheques. 


As indicated in Table 4.8, funds generated by non-budgetary transactions are 
estimated at $6.9 billion in 1988-89. They are projected to increase to about 

$10 billion in both 1989-90 and 1990-91. The specified purpose accounts, 
reflecting the build-up in federal employees’ pension accounts, are expected to 
continue to be the major sources of these funds. In 1988-89, retroactive payments 
to provinces under the Provincial Tax Collection Agreements Account for taxation 
year 1987 dampened the source of funds in the Specified Purpose Accounts. 


Table 4.8 


Non-Budgetary Transactions 


1988-89) 1989-902 1990-91 


(billions of dollars) 

Loans, investments and advances 0.1 0.6 0.6 
Specified Purpose Accounts 5.4 He 8.1 
Other transactions 1.4 [RSs Ley. 
Non-budgetary transactions 6.9 10.0 10.4 
Note: Figures may not add due to rounding. 

() Estimate. 

(2) Forecast. 


Financial Requirements and Borrowing Authority 
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The amount of borrowing authority requested from Parliament for any given fiscal 
year has traditionally been tied to the financial requirements forecast for that 
year. The actual level of borrowing is also influenced by foreign exchange 
transactions that cannot be accurately forecast. 


For 1989-90, the government will be seeking borrowing authority in the amount of 
$21.8 billion to cover projected financial requirements of $20.5 billion and 
Exchange Fund earnings of $1.3 billion.” The request for borrowing authority to 
cover Exchange Fund earnings reflects the fact that these earnings have grown 
substantially in recent years in conjunction with the increase in foreign reserves. 


) The Exchange Fund earnings are related to the investment income from Canada’s foreign exchange holdings 
— principally in the form of U.S. dollar-denominated assets. Since these earnings are in foreign currency, they 
increase the reported level of foreign exchange holdings but do not reduce financial requirements even though 
they are reported in the public accounts as budgetary revenues. 


A $3.0 billion borrowing authority reserve will be sought to provide for flexibility 
in managing foreign exchange transactions excluding Exchange Fund earnings. 


In March 1989, the government borrowed $750 million pursuant to Section 47 of 
the Financial Administration Act. These borrowings must be refinanced in 
1989-90. Thus, additional statutory borrowing authority to refinance these 
borrowings must be included, bringing the total authority requested from 
Parliament to $25.6 billion. 


Table 4.9 


Borrowing Requirements 


1989-90 
a a a SP Rey Stony We Selene 0 Sta eet 
(billions of dollars) 
Financial requirements (excluding foreign 205 
exchange transactions) 
Exchange Fund earnings 1.3 
Reserve 3.0 
Total 24.8 
Replenishment of Section 47 0.8 
Total borrowing authority requested 25.6 
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5. The Medium-Term Fiscal Projections: 
Controlling the Public Debt 


This chapter examines the fiscal projections to 1993-94. The projections, shown in 
Table 5.1, are based on the medium-term economic assumptions described in the 
budget document entitled Canada’s Economic Prospects in the 1990s: Achieving 
Sustained Economic Growth. The fiscal projections do not incorporate the 
replacement of the federal sales tax with a new sales tax in 1991. Sales tax reform 
is an essential element in the government’s tax policy strategy. It will be 
implemented in a manner consistent with the projected medium-term deficit track. 


Since 1984, the government has implemented expenditure and revenue policies 
designed to stabilize the debt-to-GDP ratio through deficit reduction. The policies 
adopted in this budget consolidate and build on the gains made since 1984. The 
goal of the government’s fiscal strategy is to reduce the growth of the public debt 
to below the growth of the economy and to provide the private sector with an 
economic environment supportive of increased economic efficiency, improved 
international competitiveness and sustained economic growth. 


Medium-term projections, by their very nature, are subject to considerable 
uncertainty. A better or worse economic outcome abroad would affect Canada’s 
economic performance and impact on the fiscal projections. For example, in the 
past, large unanticipated movements in the international prices of oil and grain 
have adversely affected the deficit. 


Table 5.1 provides a summary of the evolution of key fiscal indicators over the 
medium term. 
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Tales 


Key Fiscal Indicators Over the Medium Term 


1984-85‘) 1988-89) 1989-90 1993-940) 


(billions of dollars) 
Budgetary expenditures 
Program expenditures 86.8 100.0 LOS%5 122 
Public debt charges 22D 33.0 39.4 39 
Total 109.2 133.0 142.9 161 
Budgetary revenues 109 104.1 112.4 146 
Budgetary deficit 38.3 28.9 30.5 15 
Financial requirements 29.8 22.0 205 3 
Net public debt 199 321 Boz 440 
(percentage of GDP) 
Budgetary expenditures 
Program expenditures 1975 16.7 16.1 152 
Public debt charges 5.0 35 6.1 4.9 
Total 24.6 2a 2222 20.0 
Budgetary revenues 159 17.4 17.4 18.2 
Budgetary deficit 8.6 4.8 4.7 1.9 
Financial requirements 6.7 ay 32 0:3 
Net public debt 44.8 53:6 54.5 54.7 


Note: Figures may not add due to rounding. 


Actual. 

(2) Estimate. 

&) Forecast. 

*) Excluding foreign exchange transactions. 


Public Debt Relative to GDP Stabilizes in 1990-91 and Declines Over the 
Medium Term (Charts 5.1 and 2) 


The actions taken in this budget are designed first to stabilize and then to lower 
the debt-to-GDP ratio. It stabilizes at just over 56 per cent of GDP in 1990-91. 


The ratio is projected to decline over the medium term, the first decline since 
1974-75. 


Chart 5.1 
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Chart 5.2 
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Chart 5.3 


The Deficit and Financial Requirements* 
1980-81 to 1993-94 


per cent of GDP 


Financial requirements 
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* Excluding foreign exchange transactions. 
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The Budgetary Deficit Declines to $15 billion by 1993-94 (Chart 5.3) 


Debt stability is accomplished by implementing a deficit reduction plan that cuts 
the annual deficit in half over the period of the fiscal plan, lowering it to 

$15 billion by 1993-94. Relative to GDP, the deficit, which has already declined 
from its peak of 8.6 per cent in 1984-85 to 4.7 per cent in 1989-90, will decline to 
less than 2 per cent by 1993-94. 


Financial Requirements are in Balance by 1993-94 (Chart 5.3) 


Financial requirements also decline steadily over the medium term, from 6.7 per 
cent of GDP in 1984-85 to 0.3 per cent by 1993-94 — the lowest level since 
1969-70. Financial requirements represent the extent to which the government has 
to borrow in capital markets. This more closely parallels the definition of deficits 
used in both the United States and the United Kingdom. Thus, on this basis, 
Canada would be close to a balanced-budget position by the end of the fiscal 
planning period. 


Chart 5.4 
Debt Charges as a Per Cent of GDP 


Historical Forecast 
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Relative to GDP Budgetary Revenues Rise while Total Expenditures Fall 
(Chart 5.7) 


Revenues increase from approximately 16 per cent of GDP in 1984-85 to just over 
18 per cent of GDP in 1993-94. Total budgetary expenditures fall steadily, relative 
to GDP, from 24.6 per cent in 1984-85, to 20 per cent in 1993-94, the lowest ratio 
since 1979-80. 


Chart 5.7 


Budgetary Revenues and Budgetary Expenditures 
1970-71 to 1993-94 


2 per cent of GDP 
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Revenues 


Program Expenditures Relative to GDP Fall Steadily (Chart 5.8) 


An important part of debt control over the medium term is restraint in the growth 
of program expenditures. Program expenditures, relative to GDP, fall from 


19.5 per cent in 1984-85 to just over 15 per cent in 1993-94, the lowest ratio since 
1969-70. 


Chart 5.8 
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Expenditure and Revenue Measures Contribute to Deficit Reduction (Chart 5.9) 


The budgetary deficit is reduced by 6.7 percentage points of GDP between 
1984-85 and 1993-94, to 1.9 per cent, the lowest level since 1974-75. Both 
expenditure restraint and revenue increases contribute. Expenditures, as a per cent 
of GDP, fall 4.6 percentage points over the nine-year period while revenues rise 
2.3 percentage points. 


Chart 5.9 


Expenditures, Revenues and Deficit Relative to GDP 
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Introduction and Overview 


This section contains seven annexes that provide background material on 
government deficits, expenditures, revenues and debt. In addition, a number of 
historical fiscal tables are included at the end of this section for reference. The 
information is provided as an extension of the fiscal presentation presented in 
Chapters | to 5 of this document. 


Much of the information in these annexes is presented on the basis of the 
Canadian income and expenditure accounts (CIEA) accounting framework often 
referred to as the national accounts. The national accounts treatment of the 
government sector has a number of important attributes. First, the national 
accounts measure current income and production and represent the most widely 
used indicator of current economic activity. Second, the national accounts 
framework facilitates aggregation and comparison of the fiscal positions of the 
various levels of government — federal, provincial, local, hospitals and the Canada 
and Quebec Pension Plans. Finally, the national accounts system is the most 
widely used system for comparing budget balances among industrial countries. 
Under the auspices of the United Nations and the Organization for Economic 
Cooperation and Development (OECD), government budget balances for member 
countries have been brought within the framework of the United Nations’ national 
accounts system on which the CIEA are based. 


Annex 1 presents the federal government’s fiscal projections on a national 
accounts basis. The major conceptual differences between the national and public 
accounts are discussed and the fiscal projections on the two accounting systems 
are reconciled. The national accounts deficit is considerably lower than the public 
accounts budgetary deficit, principally reflecting the inclusion of superannuation 
accounts in the national accounts universe. The two deficit measures tend to move 
in tandem, however, and the substantial progress made in reducing the budgetary 
deficit in recent years is mirrored in the decline in the national accounts deficit. 


Annex 2 reviews fiscal developments and prospects for the total government sector 
in Canada. The total government sector consists of the federal government, the 
provincial-local sector including hospitals (PLH) and the Canada and Quebec 
Pension Plans. Since the mid-1980s the total government sector deficit has 
declined appreciably — in large measure reflecting developments at the federal 
government level. Deficits are expected to rise in 1989, largely because of higher 
debt interest payments, but the combination of the fiscal measures in this budget 
and restraint by provinces results in ongoing reductions in deficits and the growth 
of government sector debt in 1990 and beyond. Debt servicing costs vary greatly 
across provinces but the federal debt interest ratio 1s well above those of all 


provinces. 
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Annex 3 presents fiscal comparisons among the Group of Seven (G-7) — the major 
countries of the OECD. The G-7 comparisons, which are done on a national 
accounts basis, demonstrate that central and total government deficits in Canada 
increased much more rapidly than the respective G-7 averages in the first half of 
the 1980s. The progress in deficit reduction in Canada over the period since 

1984 has resulted in a substantial improvement in Canada’s relative deficit 
situation. Deficits are projected to rise in Canada relative to the G-7 in 1989, but 
to improve considerably in 1990. A comparison of federal government fiscal 
developments in Canada and the United States is also provided on a public 
accounts basis. This comparison shows that the two countries’ deficit and debt 
levels are broadly similar relative to economic activity. 


Annex 4 presents a discussion of the conditions required to stabilize the debt-to- 
GDP ratio. A key determinant of stability in the debt-to-GDP ratio is the primary 
budget balance — the budget balance excluding net public debt charges. In the 
current circumstance with interest rates in excess of economic growth rates a 
primary budget surplus is required to stabilize the debt-to-GDP ratio. Growing 
primary surpluses in 1990 and beyond result in stability of the debt-to-GDP ratio 
in 1990-91 and in declines in the debt ratio over the medium term. 


Annex 5 discusses two additional measures of the federal government’s fiscal 
position: the structural balance — the budget balance adjusted for cyclical 
economic influences; and, the primary structural balance — the structural balance 
excluding net interest payments. At current rates of capacity utilization, the 
budgetary deficit can be characterized as entirely structural. Examination of the 
evolution of the structural balance and the primary structural balance, by 
excluding the influence of cyclical factors and net interest payments on the deficit, 
illustrates the extent of the effects of discretionary measures taken to reduce the 
deficit and control the growth of debt. 


Annex 6 examines the sensitivity of the federal government’s budget balance to 
changes in key economic variables. These rule-of-thumb estimates indicate the 
degree of sensitivity of the fiscal balance to changes in real output and to changes 
in interest rates. The analysis indicates that the federal government’s fiscal 
position is particularly sensitive to movements in interest rates given the large 
outstanding stock of debt. This is one of the fundamental reasons for pursuing 
debt control. 


Annex 7 reports on the government’s debt operations. 


Annex | 


The Fiscal Projections on a National Accounts Basis 


This annex presents the fiscal projections on a national accounts basis. The major 
conceptual differences between the national and public accounts are discussed and 
reconciliations of the fiscal projections on the two accounting frameworks are 
presented. Although there are some important conceptual differences between the 
two accounting frameworks, trends in federal revenues, expenditures and deficits 
on both accounting frameworks have been similar in recent years, and are 
projected to remain so. 


From a peak of $32.7 billion in 1984-85, the federal deficit, on a national accounts 
basis, declined by $10.8 billion to $21.9 billion in 1987-88. The compounding 
impact of higher interest rates in 1988 and 1989 results in the deficit increasing 

to $23.2 billion in 1989-90. Thereafter, the effect of the discretionary actions 
announced in this budget once again puts the deficit on a downward track. 
Relative to the size of the economy, the deficit in 1990-91 is expected to be 
reduced to 2.8 per cent, 4.5 percentage points lower than the level recorded 

in 1984-85. 


Major Conceptual Differences Between the T'wo Accounting Systems 


The differences between the deficit on a national accounts and on a public 
accounts basis arise because the two accounting frameworks are designed for 
different purposes. The major conceptual differences that distinguish them are: 
the treatment of the government employees’ pension accounts for which the 
government acts as trustee; cash versus accrual recording; profits or losses 
generated from the sale of capital assets; capital consumption allowances; net 
versus gross recording; and, other miscellaneous adjustments. 


The national accounts deficit is considerably lower than the budgetary deficit as 
recorded on a public accounts basis, due primarily to the different accounting 
treatment of government employees’ pension funds (Chart A.1.1). For example, in 
1988-89 the national accounts deficit is estimated to be $6.9 billion less than its 
public accounts counterpart. However, both measures of the deficit have tended to 
move symmetrically in the past and are projected to continue this pattern over the 


medium term. 
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Chart A.1.1 


Alternative Measures of the Federal Balance 
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‘Table A.1.1 


Federal Revenues, Expenditures and Deficits, 
National Accounts Basis, 1981-82 to 1990-91 


Revenues Expenditures Deficit 
billions billions billions 
of per cent of per cent of per cent 


dollars of GDP dollars of GDP dollars of GDP 


Actual 
1981-82 66.9 18.8 Yo) 21.3 91 2.5 
1982-83 66.4 1a 89.9 24.0 2395 6.3 
1983-84 ABs) 16 97.2 24.0 26.0 6.4 
1984-85 116 17.4 110.3 24.7 3237 is 
1985-86 84.5 15/26 L127 235 Dysep) 5.9 
1986-87 92.5 18.3 18 ile: Z3e2 20 4.9 
1987-88 103.9 18.9 125.8 22.9 21.9 4.0 
Projected 
1988-89 111.4 18.6 133.4 pS) 22:0 Se 
1989-90 121.0 18.8 144.2 22.4 23.2 3.6 
1990-91 1318 19:5 150.8 DNS 18.9 2.8 


“) Figures may not add due to rounding. 


The following is a brief discussion of the major differences between the two 
accounting systems. 


Government Employees’ Pension Accounts 


Government employee pension benefits are financed through employer and 
employee contributions and interest generated on surplus funds. National accounts 
revenues include employer-employee contributions and interest earnings. On the 
expenditure side, the national accounts include all benefit and interest payments. 


There are no transactions pertaining to the employees’ pension accounts on the 
revenue side of the public accounts. On the expenditure side, the public accounts 
include only the government’s contribution as an employer, interest paid on 
surplus funds (included in interest on the public debt) and indexed pension 
payments not financed from employees’ accounts. 


Asa result of the different treatment of these accounts, the national accounts 
deficit is lower than the public accounts deficit. The annual surplus of the 
superannuation accounts is estimated to be $6.5 billion in 1988-89, nearly the 
entire difference between the two deficit measures. 
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Cash Versus Accrual Recording 


Revenues in the public accounts are recorded on a collections or cash basis. While 
the major portion of national accounts revenues is accounted for on a cash basis, 
certain items, the most important of which is corporate income tax revenue, are 
reported on an accrual basis. In addition, the one-time increases in revenues 
associated with the accelerations of personal, corporate, sales and excise tax 
remittances are excluded from national accounts revenues. 


On the expenditure side, the impact of cash versus accrual recording is relatively 
minor other than the treatment of “end-of-year accounting period” or the 
supplementary period transactions. The public accounts have a supplementary 
accounting period after March 31, in which the costs of goods purchased and 
services rendered are charged to the year to which they are delivered. In the 
national accounts, only a portion of these transactions are accounted for in the 
year to which they pertain. 


The Sale of Capital Assets 


The proceeds from the sale of capital assets are not reflected in the national 
accounts as these do not contribute to current production. In the public accounts, 
gains on the sale of capital assets are included in revenues while losses are 
included in expenditures. 


The different treatment of gains or losses generated from the sale of capital assets 
has some important implications for privatization initiatives. For example, in April 
1987 the federal government sold Teleglobe Canada. The gain from this 
transaction was not reflected in the national accounts while the public accounts 
recorded the gain from the sale. 


Capital Consumption Allowances 


The purchase of capital assets in the public accounts, such as expenditures on 
buildings and machinery and equipment, is recorded as a budgetary expenditure in 
the year of acquisition. The national accounts, by comparison, recognize that a 
contribution is made by these assets well beyond the year they are purchased or 
constructed. As a result, the national accounts include an allowance for the 
consumption of capital assets based on replacement costs. In addition to 
introducing a parallel to private sector depreciation, this approach is useful for 
analyzing the government’s total stock of capital assets and the annual net 
additions to this stock. 


Net Versus Gross Recording 


A number of budgetary transactions recorded on a net basis in the public accounts 
give rise to separate entries for revenues and expenditures in the national accounts 


68 


Table A.1.2 


Government of Canada Revenues and Expenditures 
National Accounts Basis 


1987-88) 1988-89) 1989-90”) 1990-91 


(millions of dollars) 


Revenues 
Direct taxes, persons 57,180 59,555 62,700 70,400 
Direct taxes, corporations 10,860 12325 135935 14,845 
Direct taxes, non-residents 1,418 S65 1,540 1,645 
Indirect taxes 23,791 25,880 30,100 31,735 
Other current transfers 
from persons 24 25 30 30 
Investment income 9,137 10,515 10,940 11,290 
Current revenues 102,410 109,865 119,245 129,945 
Capital consumption 
allowances 1,470 S35 1,710 1,880 
Total revenues 103,880 111,400 120,955 131,825 
Expenditures 
Current goods and services 25,395 26,385 27,490 29,185 
Capital consumption 
allowances 1,470 535 1,710 1,880 
Other 23.925 24,850 25,780 27,305 
Transfer payments to persons 34,969 36,760 395395 43,030 
Transfers to other levels of 
government 23,420 24,695 25,690 26525) 
Current transfers to 
non-residents 2,239 2,545 2,465 2,470 
Subsidies 7,263 5,745 5,110 5,940 
Capital assistance Ikea ie 2,065 2,260 1,980 
Public debt interest 28,620 32,970 39,035 39,490 
Current expenditures 123,678 131,165 141,945 148,620 
Gross capital formation 2,086 2,200 2,245 2,130 
Total expenditures 125,764 133,365 144,190 150,750 
Current balance — 21,268 — 21,300 — 22,700 — 18,675 
Total deficit — 21,884 — 21,965 = 2335 — 18,925 
() Actual. 
(2) Estimate. 
(3) Forecast. 


and vice versa. For example, revenue from the air transportation tax is recorded on 
a gross basis in the national accounts but is netted against expenditures of the 
Airports Authority Group in the public accounts. Conversely, the payments to 
cover deficits of government business enterprises, which are outside the 
government accounting entity in the public accounts, are recorded as budgetary 
expenditures while remitted profits are recorded as budgetary revenues. In the 
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national accounts, deficit payments are netted against the remitted profits of 
government business enterprises. 


While net versus gross recording affects the magnitude of revenues and 
expenditures in the two accounting frameworks, it has no impact on the relative 
magnitudes of the two deficit measures. 


Other Adjustments 


The national accounts include the financial transactions of certain special funds 
and agencies which are not incorporated in the public accounts. These financial 
transactions are composed largely of non-commercial agencies — such as Atomic 
Energy of Canada, the National Arts Centre, and the Cape Breton Development 
Corporation — and are included in national accounts revenues and expenditures. In 
the public accounts, only budgetary allocations to these special funds and agencies 
are recorded. 


Other miscellaneous adjustments arise as a result of conceptual differences 
between the two forms of presentation. These items include such transactions as 
the provision for valuation of assets and liabilities and write-offs, government 
contributions to the Unemployment Insurance Account on behalf of its employees, 
and changes in inventories. 


Fiscal Projections and Public and National Accounts Reconciliation 


70 


Tables A.1.3 and A.1.4 present detailed reconciliations of public accounts 
budgetary revenues and expenditures with their national accounts counterparts. 
As discussed above, the significant reconciliation adjustments occur on the 
revenue side, the most important of which is to account for the different treatment 
of government employees’ pension accounts. 


Table A.1.3 


Government of Canada Revenues 
Public Accounts and National Accounts Reconciliation 


1987-88" 1988-89 1989-90 1990-91 


(millions of dollars) 


Budgetary revenues — public 


accounts 97,452 104,100 112,400 120,800 
Adjustments 
Deficits of government 
business enterprises — 898 — 885 — 880 — 630 
Excess of accruals over 
collections ‘ =613 ale 10nee 11.030 370 
Government employees’ 
pension accounts “) 7,146 7,900 8,670 9,425 
Capital consumption 
allowances °? 1,470 1555 L710 1,880 
Non-tax revenue °? — 994 — 1,085 — 1,020 — 1,130 
Miscellaneous °? 317 1,045 1,105 1,110 
Net adjustments 6,428 7,300 8,555 1HIEO25 
Total revenues — national 
accounts 103,880 111-4009 5120-955." 131,825 
() Actual. 
(2) Estimate. 
G3) Forecast. 


(4 


In the public accounts, deficits of government business enterprises are a charge to budgetary expenditures, 
whereas in the national accounts these deficits are deducted from remitted profits of government business 
enterprises. . 

(S) This adjustment primarily reflects the excess of accruals over collections for the corporate income tax as well 
as the different treatment in the two accounting systems of the acceleration of personal, corporate, sales and 
excise tax remittances. . 

(6) Government pensions, social security receipts and the income of certain special funds are treated as non- 

budgetary transactions in the public accounts whereas in the national accounts these transactions are included 


in government revenue. . 
() This adjustment reflects the fact that the national accounts revenues include capital consumption allowances 


which are not included in the public accounts. 

(8) Various items of non-tax revenue, such as service fees and proceeds from the sale of current goods which are 
reported as revenue in the public accounts, are netted against expenditure in the national accounts. . 

(9) Major items include adjustments for proceeds from the sale of existing capital assets, the air transportation 
tax, imputed items and the different treatment of revenue in the supplementary accounting period in the two 


accounting systems. 
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Table A.1.4 


Government of Canada Expenditures 
Public Accounts and National Accounts Reconciliation 


a 


1987-88 1988-892 1989-90° 1990-912 


es eee ee 


(millions of dollars) 


Budgetary expenditures — public 


accounts 125,535 133,000 142,900 148,800 
Adjustments 
Deficits of government 
business enterprises “) — 898 — 885 — 880 — 630 
Funds and agencies ©) 189 300 435 455 


(1) 
(2) 


Government employee 
pensions and social 


security disbursements ©) 1,826 2,140 2,340 2,600 
Capital consumption 
allowances °? 1,470 M535 eee) 1,880 
Miscellaneous °®? — 2,358 — 2,725 — 2,315 — 2,355 
Net adjustments 229 365 1,290 1,950 
Total expenditures — national 
accounts 125,764" 1335365 144,190 150,750 
To 
Actual. 
Estimate. 
Forecast. 


(3) 
(4) 


(S 


(6 


(7 


(8 


In the public accounts, deficits of government business enterprises are charged to budgetary expenditures 
whereas in the national accounts these deficits are deducted from remitted profits of government business 
enterprises. 

In the national accounts, budgetary appropriations to various funds and agencies are replaced by the actual 
expenditures of these funds and agencies. This adjustment reflects the residual of expenditures over transfers. 
In the public accounts, government employee pensions are treated as non-budgetary transactions whereas, in 
the national accounts, these transactions are included as government expenditures. This item also includes the 
government’s contribution as an employer for unemployment insurance. 

This item represents the imputed depreciation on the government stock of fixed capital. 

These miscellaneous items reflect valuation reserves and write-offs; the purchase of existing capital assets; 
imputed banking services; and an adjustment for the different treatment of expenditures in the supplementary 
period in the two accounting systems. 
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Total Government Sector Budget Balances 
and Net Debt 


Introduction and Summary 


This annex examines the evolution of the fiscal situation of the total government 
sector in Canada, in particular, developments in the 1980s and the medium-term 
outlook to 1994. The sector includes the federal government, provincial and local 
administrations including hospitals (PLH), and the Canada and Quebec Pension 
Plans (C/QPP). 


The first part presents the evolution of government sector budget balances and net 
debt over the historical and forecast periods. Trends in revenues and expenditures 
are then examined. The analysis is based on calendar year national accounts data. 
Finally, using respective jurisdictions’ public accounts data for 1988-89, federal 
and provincial government interest costs are compared. 


The fiscal projections presented in this annex are consistent with the economic 
forecast described in Canada’s Economic Prospects in the 1990s: Achieving 
Sustained Economic Growth and with the federal fiscal projections presented in 
the main body of this document. 


In short, since 1985, after a decade of large deficits and rapid growth in debt, 
there has been a marked decline in collective government deficits and in the rate 
of accumulation of debt. This followed from the fiscal effects of the recovery 
together with the impact of policies taken to restrain expenditures and raise 
revenues. The government sector deficit is forecast to rise in 1989, largely as a 
result of higher debt charges associated with higher interest rates. The downward 
trend in the deficit is projected to resume in 1990 and to continue through the 
medium term. A small surplus is forecast for 1994. Reflecting progressively slower 
debt growth, the sector’s debt-to-GDP ratio is projected to stabilize in 1990 and to 
decline over the medium term. 


As shown in the last part of this annex, debt charges expressed as a per cent of 
total revenues vary widely across provinces. However, for each of the ten 
provinces, debt interest as a ratio to revenues is significantly lower than that for 
the federal government. 
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Chart A.2.1 


Total Government Sector Fiscal Trends* 
(National Accounts Basis, Calendar Years) 
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Sources: Statistics Canada, National Income and Expenditure Accounts, Cat. No. 13-001; and Department of Finance. 
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Deficits and Debt 


During the period from 1961 to 1974, the total government sector budget was 
roughly in balance, with relatively small surpluses recorded in some years, offset 
by deficits in others. Since the mid-1970s, however, the total government sector 
has consistently been in a deficit position (Chart A.2.1). 


The turnaround to a large deficit was attributable to a 10-percentage-point 
increase in the expenditure-to-GDP ratio between 1974 — the last year of 

surplus — and 1985. The revenue-to-GDP ratio increased only slightly during this 
period. The total government deficit-to-GDP ratio averaged about 2 1/2 per cent 
in the latter half of the 1970s. It rose sharply to 6 per cent in the 1981-1982 
recession and peaked at 7 per cent in 1985. 


From 1985 to 1988, the aggregate deficit declined from $33.5 billion to 

$18.3 billion and the deficit-to-GDP ratio fell nearly 4 percentage points. 

The primary balance — the budget balance excluding net debt service charges — 
improved from a deficit of $13 billion in 1985 to a surplus of $6 1/2 billion in 
1988. The total government sector deficit is forecast to rise by $8.2 billion, to 
$26.5 billion in 1989, or from 3.1 to 4.1 per cent of GDP, largely reflecting 
increased debt charges, but also a deterioration in the primary balance. 


The downward trend in the government sector deficit is expected to resume in 
1990. By 1994, the balance is projected to be in a small surplus equal to nearly 
half of one per cent of GDP. 


Mirroring the evolution of the deficit, total government sector net debt also 
increased sharply during the eleven-year period from 1975 to 1986 (Chart A.2.1). 
Annual increases in net debt averaged about 30 per cent during this period. The 
aggregate ratio of net debt to GDP, which had fallen by more than 20 points 
between 1961 and 1974, to 5 per cent, rose to 10 per cent in 1981. It then rose by 
more than 5 percentage points per year on average during the recession and the 
early years of the recovery, with the ratio rising to 37 per cent in 1986. Debt 
growth has slowed considerably since then, and this has been reflected in 
progressively smaller increases in the net debt-to-GDP ratio. Indeed, for the first 
time since 1974, the ratio showed no increase in 1988. 


In 1989, reflecting the increased deficit, the net debt-to-GDP ratio is projected to 
increase 1.4 percentage points. The ratio stabilizes in 1990 and declines by 
progressively larger amounts over the medium term. By 1994, the net debt-to- 
GDP ratio is projected to reach a nine-year low. 


The evolution of the total government sector deficit and debt has been determined 
largely by developments at the federal level (Chart A.2.2). Until recently, PLH 

deficits were approximately of the same magnitude as the surpluses of the C/QPP 
sector, and thus movements in total and federal sector balances were quite similar. 
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Chart A.2.2 


Comparison of Federal and Provincial-Local 
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There was a pronounced upward trend in the federal deficit relative to GDP 
between 1975 and 1984, in particular following the 1981-1982 recession. The 
deficit-to-GDP ratio, which peaked at 6.8 per cent in 1984, fell to 4.3 per cent in 
1987. It declined further, to 3.4 per cent in 1988, when it was more than fully 
accounted for by net debt charges. Reflecting primarily an increase in interest 
rates and an associated rise in net debt charges, the federal deficit-to-GDP ratio is 
projected to increase to 4.0 per cent in 1989. It is projected to decrease thereafter, 
however, and turn to a surplus of 0.3 per cent of GDP by 1994. For the entire 
forecast period, growing primary surpluses are forecast (Chart A.2.3). 


The federal net debt-to-GDP ratio reached a low of 3.8 per cent in 1974. 
Reflecting the rapid accumulation of deficits, the federal net debt-to-GDP ratio 
rose to 20 per cent by 1982. It approached 30 per cent by 1984. Sustained declines 
in the deficit since then were reflected in a slower rate of growth of net debt. 
Indeed, there was almost no increase in the ratio in 1988. The increase in the 
deficit in 1989 is reflected in faster debt growth in the near term. Slower debt 
growth and a downturn in the net debt-to-GDP ratio are forecast for the medium 
term, however. 


PLH sector deficits have typically been much smaller than those at the federal 
level and fluctuations have not been as pronounced (Chart A.2.2). The fiscal 
evolution of the PLH sector is determined largely by developments in the 
provincial government sector. Deteriorations in PLH fiscal balances have usually 
not been as protracted as at the federal level. Provinces have tended to respond 
quickly through fiscal action. While the PLH deficit rose sharply following the 
1981-1982 recession, by 1984 it had been reduced appreciably. In 1985 and 1986, 
the deficit rose again, in large part reflecting the impact of the declines in energy 
and grain prices on the fiscal positions of the western provinces. The affected 
provinces tabled restrictive budgets in 1987 and the PLH deficit-to-GDP ratio 
dropped significantly that year. Preliminary figures indicate a balanced budget 
position for the sector in 1988. 


Similar to the federal government, the PLH sector is projected to show an 
increased deficit in 1989, with a deficit-to-GDP ratio of 0.5 per cent. Unlike the 
federal government, however, the increase in the deficit is attributable principally 
to a deterioration in the primary balance. The PLH deficit is then expected to 
decline in 1992, with the deficit-to-GDP ratio falling to 0.2 per cent by 1994. 


PLH sector debt rose rapidly over the period from 1982 to 1986. With the sharp 
drop in the sector’s deficit in 1987, there was a slowdown in debt growth. After 
peaking at 8 1/2 per cent of GDP in 1986, the PLH sector net debt ratio declined 
in 1987 and fell further, to 7 1/2 per cent of GDP in 1988. This is one-fifth as 
large as the federal ratio. The ratio is projected to remain fairly stable at current 
levels through the early 1990s. 


For the C/QPP sector, the remaining component of the government sector, there is 
a history of surpluses. In the first half of the 1980s, however, on account of a 
faster increase in benefits paid out than in revenues from contributions, surpluses 
trended downward. More recently, following increased contribution rates, the 


surplus-to-GDP ratio has stabilized. Slight increases are projected for both the 
revenue and expenditure ratios during the forecast period, and it is projected that 
the C/QPP sector will continue to show surpluses, averaging 0.3 per cent of GDP. 


Expenditures 


The total government sector expenditure-to-GDP ratio has increased substantially 
over the period since the early 1960s. This trend was most noticeable in the latter 
part of the 1960s and in the first half of the 1970s, a period characterized by high 
inflation rates, by rapidly increasing spending on health and education and by 
enhancements to the social security system. From about 30 per cent in the 
mid-1960s, the expenditure-to-GDP ratio rose to 40 per cent by 1975. It remained 
fairly stable during the second half of the 1970s but then rose sharply in the early 
1980s. This is largely explained by substantial recession-induced increases in 
social assistance transfers and unemployment insurance benefits, and by higher 
debt charges. Total expenditures and program spending by the total government 
sector, relative to GDP, have declined since the peaks established in the 1981-1982 
recession (Chart A.2.2). 


The increase in the expenditure-to-GDP ratio over the whole of the 1961 to 1988 
period was more pronounced in the PLH sector than at the federal level. In fact, 
excluding transfers to the provinces, the federal program expenditure ratio — 
which captures direct program delivery only — was fairly stable over the last 

25 years (Chart A.2.4), ending the period at 12 1/2 per cent, about half a 
percentage point lower than it was in 1961.) There was a significant increase in 
the federal ratio between 1980 and 1984, reflecting the combined effects of the 
recession and of discretionary expenditure increases. The rise proved to be 
temporary. In 1988, the ratio of direct program spending to GDP had returned to 
its pre-recession level. 


In comparison, total PLH expenditures increased more significantly relative to 
GDP. The ratio of program spending increased by 8 percentage points, to 22 per 
cent, between 1961 and 1988. It rose above this level during the 1981-1982 
recession, but has since been decreasing. 


It is expected that the expenditure-to-GDP ratio for the total government sector 
will increase in 1989 and 1990, mainly as a result of increased debt charges at the 
federal level and higher C/QPP benefits. The expenditure ratio is expected to 
decline thereafter. With the exception of 1990, PLH expenditures are projected to 
decline relative to GDP through the forecast interval. 


G3) [n the consolidated results, to avoid double counting, PLH expenditures which are financed by federal 
transfers are netted out of federal spending. 
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Chart A.2.4 
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to PLH. 


Revenues 


For the total government sector, the increase in the revenue-to-GDP ratio was 
less pronounced than that of the expenditure ratio and it occurred earlier. The 
ratio rose gradually, from below 28 per cent in 1961 to 37 per cent in 1975, 
reaching 40 per cent in 1981. There has been only a small increase since then 
(Chart A.2.2). The ratio is projected to increase in 1990 and to remain fairly 
stable thereafter. 
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_As is the case for expenditures, the increase in the revenue-to-GDP ratio largely 
reflects the increase in the PLH ratio (Chart A.2.2). Up to the mid-1970s, federal 
revenues increased modestly as a percentage of GDP — from 16.6 per cent in 1961 
to 18.5 per cent in 1975. The ratio declined by about 3 points during the latter half 
of the 1970s. After a temporary rise in 1981, there was a recession-related decline 
of more than a full percentage point between 1981 and 1984. The ratio was back 
up to its pre-recession level by 1988, attributable in part to the impact of 
discretionary measures. After a temporary dip projected for 1989, the ratio is 
projected to increase by about | percentage point in 1990 and to exhibit a slight 
upward trend over the remainder of the forecast interval. 


PLH revenues rose fairly continuously as a ratio to GDP over the last quarter 
century. From less than 14 per cent of GDP in 1961, the ratio rose to 25 per cent 
in 1988. The ratio of own-source revenues to GDP rose from 11 to 21 per cent 
during this period. The increase was gradual and occurred mostly between the 
early-1960s and the mid-1970s. The ratio has been fairly stable since 1982. Both 
the total and the own-source revenue ratios rose relative to GDP during the 
recession, reflecting in part the timing of discretionary measures intended to 
reduce the deficits. Both ratios are forecast to trend downward slightly through 
the forecast period. 


Comparative Federal-Provincial Debt Charges 


It was noted previously that on a national accounts basis, relative to GDP, PLH 
debt in 1988 was only one-fifth as large as federal debt. This relative difference in 
indebtedness is also true for public accounts data. For the provincial government 
sector, this lower indebtedness is reflected in the much lower relative interest costs 
(Chart A.2.5). Whereas more than 31 cents of every federal revenue dollar goes to 
service the public debt, the corresponding provincial figure is less than 10 cents. 
While debt servicing costs vary greatly across provinces, the federal debt interest 
ratio is well above that of all provinces. 
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Chart A.2.5 


Federal and Provincial Government Debt Charges 


Number of Cents in Each Revenue Dollar 
Going to Cover Debt Charges in 1988-89* 


Federal All provinces Atlantic 
S17 cents 9.8 cents 15.5 cents 


Nfld. 17.6 cents 
P.E.I. 11.5 cents 
N.S. 17.2 cents 
N.B. 13.0 cents 


Quebec Ontario Manitoba 
9.8 cents 11.0 cents 11.1 cents 


Saskatchewan Alberta British Columbia 
9.1 cents 5.8 cents 4.4 cents 


* Based on most recent public accounts estimates published by the government concerned. It 
should be noted that government universes differ as do accounting conventions, and hence, 
data are not strictly comparable. 


Annex 3 


International Fiscal Comparisons 


As a legacy of the world-wide downturn in economic activity in 1981 and 1982, 
the major OECD countries were left with large and growing stocks of government 
debt. Since 1984, deficit reduction actions by these countries, coupled with strong 
economic performances, have resulted in considerable progress being made in 
controlling the growth of government debt. 


In 1984, Canada’s fiscal position was worse than the G-7 average. The 
improvement in Canada’s deficit over the past four years at both the central and 
general (total) levels of government has exceeded that of the G-7 countries. 
Notwithstanding the progress made, the debt in Canada, measured as a proportion 
of GDP, has continued to grow and is high relative to the rest of the G-7, with the 
notable exception of Italy. The favourable movement achieved in Canada’s 
relative deficit position over the past four years is forecast to reverse in 1989, 
primarily as a result of large and growing interest payments on public debt. 
However, deficit reduction policies are expected to re-establish the trend to 
substantial relative improvements in Canada’s fiscal situation in 1990. 


The first section of this annex presents deficit comparisons for the G-7 countries 
on a national accounts basis, at both the central and general government levels. 
The second section contains a comparison of central and general government 
revenues and expenditures. The third section contains a comparison of net debt at 
both the central and general government levels. This latter section also presents a 
comparison of both central and general government net interest payments on the 
public debt. Canada-United States public accounts comparisons are included in 
the fourth section. Tables containing the fiscal data used in the comparisons are 
included in the final section. 


A number of important observations can be drawn from these comparisons. 


e From 1984 to 1988, government deficits in Canada declined more quickly 
than in the G-7 countries, at both the central and the general levels of 
government. The decline in the general government deficit in Canada over 
this period amounted to 3.4 percentage points of GDP, 2 percentage points 
greater than the decline in the average G-7 deficit. Similarly, the Canadian 
central government deficit improved 3.4 percentage points of GDP, compared 
to a 1.4-percentage-point improvement in the average G-7 central 
government deficit. 
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General Government Budget Balances 


International Comparisons of 
1984 to 1990 


Chart A.3.1 


nt of GDP/GNP 


G-7 Average) 


[=] United States 


3 
3 
5 
O 
N 


1989 


1984 


Historical 


(1) 1980-1981 GDP/GNP weights in U.S. dollars. 


: OECD, Economic Outlook, December 1988; Data Resources 


and Department of Finance. 


Sources 


© However, a significant increase in debt interest charges is expected to cause a 
widening of the gap between the deficit in Canada and the G-7 average in 
1989, to 2.3 and 1.3 percentage points of GDP at the general and central 
levels of government, respectively. 


e Even with significant gains made toward fiscal consolidation, Canada’s 
general government debt-to-GDP ratio more than tripled between 1980 and 
1988. This was one of the largest increases among the G-7 countries. The 
increase in Canada’s general government debt-to-GDP ratio is projected to 
slow to 1.2 percentage points of GDP in 1990. 


e Projected primary surpluses between 1988 and 1990 will result in a 
significant movement toward stabilization of the general government debt-to- 
GDP ratio in Canada. 


National Accounts Comparisons 


For the purpose of international comparisons of fiscal data, use of the general 
(total) government sector is most appropriate. Since responsibilities of government 
are shared differently among levels of government across countries, general 
government comparisons provide a more accurate reflection of the level of 
government involvement in the economy. This being said, it is nonetheless 
important to analyze fiscal developments at the central government level given the 
principal responsibility of central governments for stabilization policy. Moreover, 
since only central governments are able to monetize deficits, it is principally fiscal 
developments at this level of government over which fears about inflation may 
develop. As a result, the following comparisons are made at both levels of 
government where possible. 


3.1 Government Deficit Comparisons 


The 1981-1982 recession contributed to the accumulation of large deficits 
throughout the G-7 countries. Canada experienced a much more severe recession 
than the other G-7 countries in the 1981-1982 period and, as a result, experienced 
a relatively greater increase in its deficit as a percent of GDP in the period leading 
up to 1984. From pre-1982 deficit levels, which compared favourably with those of 
the other G-7, the general government deficit in Canada rose sharply, reaching a 
level 3.1 percentage points higher than the G-7 average by 1984. At the central 
government level in 1984, the deficit in Canada was 6.8 per cent of GDP, 2.5 
percentage points higher than the G-7 average. 


Since 1984, all G-7 countries have made progress toward reducing deficit-to-GDP 
ratios at both the central and general levels of government. The effort has been 
particularly successful in Canada (Charts A.3.1 and A.3.2). Specifically, the 
general government deficit declined 3.4 percentage points from 6.5 per cent of 
GDP in 1984 to 3.1 per cent in 1988, compared with a 1.4-percentage-point 
improvement in the G-7 average. Over the same period, the central government 
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Chart A.3.2 
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Sources: OECD, Economic Outlook, December 1988; Data Resources Incorporated; 
and Department of Finance. 


deficit in Canada improved by 3.4 percentage points of GDP, well above the 
1.4-percentage-point improvement achieved on average in the G-7. Nevertheless, 
deficit-to-GDP ratios in Canada, at both the central and general government 
levels, remained above the G-7 averages in 1988. 


High interest rates and a large existing stock of debt in Canada contribute to a 
forecast 1-percentage-point increase in the general government deficit-to-GDP 
ratio between 1988 and 1989. This results in a worsening of the Canadian deficit 
relative to the G-7 average in that year. However, projections indicate the general 
government deficit will decline 1.1 percentage points of GDP between 1989 and 


1990, compared with a 0.2-percentage-point decline in the G-7 average over the 
same period. At the central government level, the trend is the same, with the 
deficit-to-GDP ratio in Canada projected to increase from 3.4 per cent in 1988 to 
4 per cent in 1989 and subsequently to decline 1.1 percentage points in 1990. 


3.2 Government Revenue and Expenditure Comparisons 


In the early 1980s, both central and general government expenditures in Canada 
increased dramatically. From 40.3 per cent of GDP in 1980, general government 
expenditures rose to 46.5 per cent of GDP in 1984, over 5 percentage points higher 
than the G-7 average in that year. 


Projections indicate that, at the general government level, expenditures in Canada 
will fall 1.3 percentage points of GDP between 1984 and 1990, more than the 
decline projected for the G-7 average (Chart A.3.3). Nevertheless, in 1990 general 
government expenditures in Canada are projected to remain over 5 percentage 
points higher than the G-7 average. At the central government level, expenditures 
as a proportion of GDP increased 4.2 percentage points over the first half of the 
1980s, peaking at 24 per cent of GDP in 1985 — 0.2 percentage points lower than 
the G-7 average in that year. Between 1985 and 1988, central government 
expenditures in Canada declined 2.2 percentage points of GDP, falling to 21.8 per 
cent in 1988. 


General government revenues increased 2.3 percentage points of GDP in Canada 
over the 1980 to 1985 period, in line with the increase in the G-7 average. Between 
1985 and 1990, general government revenues in Canada are projected to increase 
2.4 percentage points of GDP, compared with a 0.4-percentage-point increase in 
the G-7 average over the same period (Chart A.3.4). At the central government 
level the increase is somewhat smaller over the latter period, with revenues in 
Canada increasing 2 percentage points of GDP. 


3.3 International Comparisons of Net Debt 


The stock of government debt rose rapidly in the G-7 countries through the 1980s, 
with the exception of the United Kingdom, as most countries recorded deficits. 
Net debt, defined as gross financial liabilities less financial assets, increased 
almost 11 percentage points of GDP at the general government level on average in 
the G-7 countries between 1980 and 1988. Over the same period, the general 
government debt-to-GDP ratio tripled in Canada. This increase was over 14 
percentage points larger than the G-7 average. Between 1988 and 1990 the 
general government debt-to-GDP ratio in Canada is expected to increase 2.6 
percentage points while it is expected to decline 0.8 percentage points on average 


in the G-7. 

A lack of data precludes net debt comparisons between Canada and the G-7 at the 
central government level. However, central government net debt comparisons can 
be made between Canada and the United States (Chart A.3.5). Over the first half 
of the 1980s, both countries experienced large increases in debt at the central 
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government level — an increase of almost 19 percentage points of GDP in Canada 
compared with a 13.1-percentage-point increase in the United States. Despite the 
fact that the Canadian central government debt-to-GDP ratio has risen more 
rapidly than that of the United States, considerable progress has been made 
towards stabilizing the ratio. From increases averaging 4 1/2 percentage points of 
GDP per year in the early 1980s, the increase in central government net debt in 
Canada as a proportion of GDP is projected to slow to | percentage point in 1990. 


The dramatic increase in Canada’s debt-to-GDP ratio has produced a significantly 
higher rate of growth in government sector interest payments as a ratio to GDP 
compared to the G-7 average. Over the first half of the 1980s, net debt interest 
payments at the general government level more than doubled in Canada, 
increasing from 1.9 per cent of GDP in 1980 to 4.2 per cent in 1985, 1.5 percent- 
age points higher than the G-7 average. At the central government level, the 
increase in net interest payments in Canada over the same period was less 
pronounced, amounting to 2 percentage points of GDP. While general government 
net interest payments in Canada remained unchanged at just over 4 per cent of 
GDP between 1985 and 1988, they are projected to increase by | per cent of GDP 
over the period to 1990, primarily as a result of rising interest rates together with 
a rising stock of debt (Chart A.3.6). Consequently, projections indicate that 
Canadian general government net debt interest payments will be 2.3 percentage 
points of GDP higher than the G-7 average in 1990. 


With interest payments projected to increase as a per cent of GDP, improvements 
in the debt-to-GDP ratio can only be achieved by substantial improvements in the 
primary balance -- defined as the difference between the deficit and net interest 
payments on the public debt. In the G-7, projected average primary surpluses 
from 1987 to 1990, amounting to 1.2 per cent of GDP in 1990, are expected to 
result in stabilization and projected decline in the average general government 
debt-to-GDP ratio (Chart A.3.6). The general government debt-to-GDP ratio is 
expected to rise in Canada between 1988 and 1990, but projected primary 
surpluses measuring 2.1 per cent of GDP in 1990 will enable Canada to make 
significant gains toward the stabilization of this ratio. 


3.4 Canada-United States Public Accounts Comparisons 
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Fiscal comparisons are often made between the central, or federal government 
levels in Canada and the United States on a public accounts basis. In particular, 
the Canadian budgetary deficit is typically compared with the U.S. deficit ona 
unified budget basis, and Canada’s net public debt is compared with the U.S. 
concept of debt held by the general public. However, there are several important 
differences in accounting practices between the public accounts in Canada and 
those of the United States that make these particular data not strictly comparable. 


With respect to deficits, the U.S. unified budget deficit includes sources or 
requirements of funds arising from certain trust funds. These accounts are not 
included in the budgetary deficit in Canada, but are included in specified purpose 
accounts and therefore in financial requirements. As a result, “deficit” 
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comparisons between Canada and the United States are more appropriately 


made between the U.S. total unified budget deficit and Canadian financial 
requirements. 


The 1981-1982 recession was more severe in Canada and, as a result, Canadian 
financial requirements increased more dramatically than the U.S. deficit during 
the recession and in the post-recession period. Financial requirements in Canada 
rose 3.5 percentage points, from 3.2 per cent of GDP in 1980-81 to 6.7 per cent of 
GDP in 1984-85, while the deficit in the United States rose only 2.2 percentage 
points over the same period to reach 5.0 per cent of GNP in 1984-85. Financial 
requirements in Canada declined 3.0 percentage points of GDP between 1984-85 
and 1988-89, falling to 3.7 per cent of GDP in 1988-89 (Chart A.3.7). The unified 
budget deficit in the United States is expected to decline 1.7 percentage points of 
GNP over the same period. Financial requirements in Canada are projected to 
decline a further 1.1 percentage points to 2.6 per cent of GDP by 1990-91. Further 
declines in the U.S. unified budget deficit are also projected for 1989-90 and 
1990-91. Therefore, financial requirements in Canada are projected to be 

0.9 percentage points higher than the U:S. unified budget deficit in 

1990-91. 


With respect to debt, net public debt in Canada includes the acquisition of 
liabilities and financial assets under specified purpose accounts. The assets and 
liabilities of these accounts are not included in U.S. debt held by the general 
public. Therefore, comparisons between unmatured debt held by outside parties in 
Canada and debt held by the general public in the United States, which represent 
borrowing requirements from outside parties, are the most appropriate. 


Debt held by outside parties in 1984-85 was 3.5 percentage points of GDP higher 
in Canada than in the United States (Chart A.3.8). Debt held by outside parties in 
Canada increased 6.4 percentage points from 38.8 per cent of GDP in 1984-85 to 
45.2 per cent in 1988-89, compared with a 7.6-percentage-point increase in the 
United States over the same period. Projections indicate that the stock of debt in 
Canada will increase 0.4 percentage points of GDP between 1988-89 and 1990-91, 
reaching 45.6 per cent of GDP in 1990-91, while U.S. debt declines 1.2 percentage 
points of GNP over the same period. As a result, the gap in debt held by outside 
parties between Canada and the U.S. is expected to increase slightly to 

3.9 percentage points in 1990-91. 


Net public debt charges were 2 per cent of GDP/GNP in Canada and the United 
States in 1980-81. From levels of 4.1 per cent and 3 per cent of GDP/GNP in 
Canada and the United States respectively in 1984-85, net public debt charges are 
forecast to reach 5.2 per cent of GDP in Canada and only 3.1 per cent of GNP in 
the United States in 1990-91. 
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Table A.3.1 


International Comparisons of Government Budget Balances, 
National Accounts Basis, 1970 to 1990 
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‘) 1980-1981 GDP/GNP weights in U.S. dollars. Central government figures prior to 1983 exclude Italy. 
) Central government figures for period 1983 to 1990 based on national methods. 

°) Estimate. 

(4) Forecast. 


Sources : OECD, Economic Outlook, December 1988; Data Resources Incorporated; and Department of 
Finance. 


Table A.3.2 


International Comparisons of General Government Revenues and Expenditures, 
National Accounts Basis, 1970 to 1990 
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1980 35.6 SH) 33,2 39.8 46.1 45.3 33.3 28.2 
1981 36.7 39.8 34.1 42.0 46.7 45.5 34.3 29.7 
1982 37.1 40.4 34.0 42.4 47.6 46.2 36.5 30.1 
1983 3751 40.0 3350 41.7 48.2 45.7 38.2 30.4 
1984 3733 40.0 ee 41.6 49.2 45.7 37.9 sl 
1985 37.8 39.8 34.5 41.6 49.3 46.0 38.4 31.8 
1986 37.8 40.6 34.6 40.6 48.8 45.3 39.3 31.9 
1987 38.2 40.7 gple! 39.9 49.3 44.9 39.8 g3n 
19882 38.1 41.5 351 39.5 49.2 44.1 40.5 335! 
1989°) 38.1 40.8 353 38.7 48.4 45.0 40.7 32.9 
1990) 38.2 42.2 35.9 38.2 48.1 44.1 41.0 32.9 
Expenditures 
Average 
1970-1974 32,8 35.9 See 38.3 38.5 41.2 33.) 21.9 
Average 
1975-1979 36.9 39.5 333 42.8 44.1 48.0 40.3 29.2 
1980 38.2 40.3 34.4 43.3 46.1 48.1 41.9 32.6 
1981 39.4 41.3 355) 44.5 48.6 49.1 45.8 33.6 
1982 41.1 46.3 37.5 44.8 50.3 49.5 47.8 33.7 
1983 41.2 46.9 Wie) 45.0 51.4 48.2 48.9 34.1 
1984 40.7 46.5 36.5 45.5 52.0 47.6 49.4 33.2 
1985 41.1 46.8 37.8 44.3 52.1 47.2 50.8 32.6 
1986 41.0 46.1 38.0 43.1 Slee 46.6 50.7 33.0 
1987 40.7 45.3 37.6 41.3 51.8 46.6 50.3 33.4 
1988 40.0 44.6 36.8 39.2 50.8 46.1 50.5 33:3 
1989) 39.9 44.9 37.0 38.0 50:2 46.2 S002 BR 
1990°) 39.8 45.2 37.0 es 49.9 45.9 50.1 33.2 


() 1980-1981 GDP/GNP weights in U.S. dollars. 

(2) Estimate. 

@) Forecast. 

Sources ; OECD, Economic Outlook, December 1988; Data Resources Incorporated; and Department of 
Finance. 
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Table A.3.3 


International Comparisons of Central Government Revenues and Expenditures, 
National Accounts Basis, 1970 to 1990 


Se a Pee Se SY, ee Oe oe eee ee ee ee 
Weighted 


average 
of G-7") Canada US. UUKe France Germany Italy Japan 


SS eS ae ee eee 


(per cent of GDP/GNP) 
Revenues 
Average 
1970-1974 ye) 18.2 19a) bie) ZU 14.3 ~ 10.0 
Average 
1975-1979 IReoe |Win 19.9 29.8 20.8 14.5 - 9.6 
1980 18.7 16.3 205 B0%5 21.6 14.5 — 10.4 
1981 19:5 183 Zee B22 eal 14.5 - 10.8 
1982 18.2 |W 20.5 32.4 225 14.7 — eee) 
1983 19.4 172 19.8 32.0 2A 14.5 DSiz ates 
1984 1935 W7a2 19.8 324 21.8 14.5 27.6 11.9 
1985 19.8 Wes 20.2 32.6 ZA9 14.5 es 12a 
1986 Loy 18.0 20.0 32.0 22.0 14.1 ag 12.6 
1987 - 18.0 20.6 ~ ~ - - - 
1988) ~ 18.4 20.4 ~ — - - _ 
1989) - 18.1 20.5 - ~ - - ~ 
1990) ~ 1973. 20.9 - ~ — = — 
Expenditures 
Average 
1970-1974 18.4 18.0 20.3 28.3 20.1 14.3 — 10.7 
Average 
1975-1979 20.9 20.0 pa A Sou PART 16.5 - 14.6 
1980 21.4 19:8 228 33.3 21.9 16.2 - 15.9 
1981 SPL: 20:3 23.4 36.0 23.2 16.6 - 16.2 
1982 23a 23.1 2581 See 24.1 16.8 - 16.3 
1983 24.2 253 25.0 34.9 24.8 16.4 39.5 16.5 
1984 23.8 24.0 24.2 35.3 24.8 16.1 39.1 16.0 
1985 24.2 24.0 PHD Io) 34.9 24.8 toe 40.8 15.8 
1986 23.8 22.8 24.9 34.1 24.3 1523 39.8 15.6 
1987 - 22.3 24.1 = a = fee 2 
1988” ~ 21.8 2383 - ~ - _ = 
1989®) — 221 23.4 — Es = = = 
1990°) - 222 23-2 - ~ _ = _ 
ra a ge ee ee ee 
Note: “—” indicates data not available. 


‘) 1980-1981 GDP/GNP weights in U.S. dollars. Figures prior to 1983 exclude Italy. 
(2) Estimate. 
(3) Forecast. 


Sources: OECD, Economic Outlook, December 1988; Data Resources Incorporated; and Department of 
Finance. 


Table A.3.4 


{International Comparisons of Government Net Debt, 
National Accounts Basis, 1975 to 1990 


ee ee 
Weighted 
average 
of G-7')) Canada US. U.K. France Germany Italy Japan 
ee ee ee a ee 


(per cent of GDP/GNP) 

General government 

1975 21.9 LS 22.6 57.0 list 1.0 52.0 —2.1 
1980 223 1233 19.7 47.5 14.3 14.3 53.6 17.3 
1981 Vee) 10.0 19.3 46.7 14.2 17.4 S723 2037 
1982 26.1 16.5 223 45.9 17.8 19.8 63.4 OND 
1983 28.8 22.5 24.9 46.3 20.0 21.4 68.7 26.2 
1984 30.1 26.2 25.8 47.6 2137 21.6 74.2 26.9 
1985 31.8 32.8 27.8 46.6 23.8 21.9 80.9 26.6 
1986 3333 36.7 29.9 45.9 25,3 Dee 85.6 26.6 
1987 33.6 37.7 30.3 43.4 26.6 23.0 89.1 25.9 
19882 3522 37.6 30.0 39.1 26.6 23.8 92.0 24.6 
1989®) 32.8 39.0 29.4 35.1 27.0 24.0 95.0 D5 
1990® 32.4 40.2 28.6 31.6 27.5 24.7 98.1 22,6 
Central government 

1975 - 5.4 24.5 - (yall - = Tal 
1980 - 15.1 2x3 - 11.0 = - 27.0 
1981 - VSi2 23.4 - 10.4 ~ - a2 
1982 ~ 20.1 27.4 - 13.0 - - 35.0 
1983 ~ 25.1 313] ~ INSa5 - - 38.7 
1984 - 29.2 33:1 - 17.8 - - 40.7 
1985 - 34.0 36.4 ~ 20.5 ~ - 41.6 
1986 - S72 39.9 - 2237. — ~ 43.4 
1987 - 38.2 41.7 ~ 1) = 2 di 
1988®) - 38.6 41.8 - = = = = 
1989) - 39.8 41.6 - = = = = 


1990) - 40.8 41.3 - - = & = 


Note: “‘—’’ indicates data not available. 


“) 1980-1981 GDP/GNP weights in U.S. dollars. 
(2) Estimate. 
3) Forecast. 


Sources: OECD, Economic Outlook, December 1988; and Department of Finance. 
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Table A.3.5 


International Comparisons of Government Net Interest Payments 
on the Public Debt, National Accounts Basis, 1980 to 1990 


i ee ee ee 
Weighted 


average 
of G-7) Canada US. U.K. France Germany Italy Japan 


ee ee See 


(per cent of GDP/GNP) 
General government 
1980 1.6 1.9 1S 32 0.8 13 4.7 1.1 
1981 2.0 23 [37 3:3 [2 1.6 525 1.3 
1982 2.4 2.9 1.9 32 1:3 2.0 6.6 RS 
1983 2.4 2.9 2.0 3.1 ee) 23 7.0 ey 
1984 2.6 3.6 PAS) 331 1.9 DES) ie 1.8 
1985 a) 4.2 2.4 32 2.0 a see) 1.8 
1986 20] 4.2 2.4 3.0 24 2S 7.8 ie, 
1987 2.6 4.2 Tea 2.8 PH4 | PRD: 7.4 1.7 
1988?) 2.6 4.1 2.3 2.4 2.1 P| 7.6 bey) 
1989°) Zo 4.9 oN) 2.0 aA 2.0 7.8 1.6 
1990”) 2.8 Sal 2.8 1.6 2.1 2.0 8.0 1.6 
Central government 
1980 ies) 2.0 2.0 1.4 0.6 0.6 - 1.6 
1981 1.9 2.6 2.4 he 1.0 0.6 = 1.8 
1982 2.0 Call 200 1.7 0.9 0.4 ~ 2A 
1983 25 3.0 2.8 he 1.4 0.5 7.0 2a 
1984 2.8 35 aut 2.0 Le 0.5 qe Zed 
1985 2.9 4.0 J 1:9 1.6 0.5 7.1 Zep 
1986 2.9 3.9 3:2 1.8 1.6 0.5 Tes 2.8 
1987 - 3.9 3.2 - - - - - 
eee a 
Note. ‘“—” indicates data not available. 


() 1980-1981 GDP/GNP weights in U.S. dollars. Central government figures prior to 1983 exclude Italy. 
(2) Estimate. 
&) Forecast. 


Sources: OECD, Economic Outlook, December 1988; Data Resources Incorporated; and Department of 
Finance. 
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‘Table A.3.6 


International Comparisons of Government Primary Budget Balances, 
National Accounts Basis, 1980 to 1990 
(deficit(+)/surplus(—)) 


ee en eee Se le i ee 


Weighted 

average 

of G-7") Canada US. U.K. — France Germany” Italy® Japan 
a ee ee eee eee 

(per cent of GDP/GNP) 

General government 
1980 1.0 0.9 0.0 0.3 —0.8 1.6 3.8 os) 
198] 0.7 —0.8 —0.7 —0.7 0.7 oA 6.0 2.6 
1982 1.6 3.0 1.6 —0.8 ihe) 1.3 4.7 21 
1983 Ley, 4.0 1.8 0.2 1.4 0.2 37 2.0 
1984 0.8 2.9 0.5 0.8 0.9 —0.4 4.0 0.3 
1985 0.6 28 09 —0.5 0.8 —1.2 oo) 10 
1986 0.6 ye 10 —0.6 0.8 —1.0 3.6 —0.6 
1987 —0.1 0.4 00 —1.4 0.4 —0.5 ayall —1.4 
1988°) —0.6 —1.0 —0.5 —2.7 —0.5 —0.1 2.4 —1.5 
1989 —0.9 —0.8 -10 —2.7 —0.3 —0.8 Lee —1.4 
1990) —1.2 —2.1 —1.6 —2.5 —0.3 —0.1 et —1.3 
Central government 
1980 ihe 1.4 0.2 1.4 —0.3 il = 3.9 
198] 0.8 —0.5 —0.3 2.1 0.1 Mes: - Se) 
1982 2.0 23 1.9 ie 1.0 he, - oe 
1983 pe Be2 2.4 il 522 1.6 1.4 43 2.4 
1984 1 3:3 1.4 Lez 165 ia 4.2 1.4 
1985 Ee) 2.6 ia) 0.4 i 0.7 6.4 1.0 
1986 Le 0.9 1.6 0.3 0.6 0.7 ee 0.3 
1987 - 0.4 0.3 _ = = = = 


Note: ‘‘—’’ indicates data not available. 


=~ 


') 1980-1981 GDP/GNP weights in U.S. dollars. Central government figures prior to 1983 exclude Italy. 
2) Central government figures for period 1983 to 1990 based on national methods. 

3) Estimate. 

(4) Forecast. 


=~ A 


Sources: OECD, Economic Outlook, December 1988; Data Resources Incorporated; and Department of 
Finance. 
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Annex 4 


The Dynamics of Deficits and Debt 


The focus of the governments fiscal strategy is to stabilize and then reduce the 
size of the federal debt relative to GDP. Stabilization of the debt-to-GDP ratio 
depends on a number of factors. Chief among these are the primary budget 
balance, the rate of growth of the economy, the rate of interest paid on the debt, 
and the level of the debt itself. 


The interaction between deficits, debt and debt interest payments can be 
summarized in the fundamental determinants of the evolution of the debt-to-GDP 
ratio over time. The change in the debt-to-GDP ratio can be decomposed into two 
basic elements: first, the primary budget balance; and second, the “‘interest-rate- 
growth-rate” effect on the debt. The primary budget balance is the budgetary 
balance excluding net interest payments. Primary deficits add to the debt: primary 
surpluses diminish the debt. The interest-rate-growth-rate effect summarizes the 
relationship between growth in the economy and interest paid on the debt. Growth 
in the economy causes the debt-to-GDP ratio to decline; interest paid servicing 
past debt causes the debt-to-GDP ratio to rise. Stabilization of the debt-to-GDP 
ratio requires that the relationship between the primary balance, the growth rate 
of the economy and the rate of interest paid on the public debt respect certain 
conditions. 


If interest rates are less than the growth rate of the economy the debt-to-GDP 
ratio will always stabilize even in a situation of primary deficits. Conversely, in a 
situation with the interest rate on the debt greater than the growth rate of the 
economy, a primary deficit would lead to ever-rising increases in the debt-to-GDP 
ratio; growth in the economy is not sufficient to offset the impact of rising debt 
charges. In these circumstances, the existence of a primary deficit leads to 
growing increases in the debt-to-GDP ratio. Under such conditions, discretionary 
measures are required to stabilize the debt-to-GDP ratio. A primary surplus large 
enough to offset the interest-rate-growth-rate effect on the debt is required for 
stability. In particular, the size of the primary surplus required for stability is 
directly related to the size of both the interest-rate-growth-rate differential and 
the debt-to-GDP ratio itself. 


How does the actual Canadian situation stack-up against the above criteria? As 
can be seen in Chart A.4.1, the interest rate paid on federal debt has exceeded the 
growth rate of the economy since 1981. This is expected to continue to be the case 
over the forecast horizon. Further, the 1981-82 to 1984-85 period was 
characterized by large primary deficits. Together, these factors resulted in large 
increases in the debt-to-GDP ratio. 
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Chart A.4.1 
Determinants of Debt Accumulation 


Chart A.4.1.a 
Primary Deficit and Interest Rate/Growth Rate Differential 


per cent 


Primary deficit-to-GDP ratio 


Interest rate/growth rate differential 


3-4 
1981-82 1984-85 1988-89 1993-94 
Historical Forecast 


Chart A.4.1.b 
Change in Debt-to-GDP Ratio 


percentage points 


-3 
1981-82 1984-85 1988-89 1993-94 
Historical Forecast 


Chart A.4.1 (continued) 
Determinants of Debt Accumulation 


Chart A.4.1.c 
Debt-to-GDP Ratio 


per cent 


55 
45 


35) 


25 
1981-82 1984-85 1988-89 1993-94 
Historical Forecast 


Chart A.4.1.d 
Net-Interest-to-GDP Ratio 


per cent 


2 
1981-82 1984-85 1988-89 1993-94 


Historical Forecast 
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A significant slowing in the growth of the debt-to-GDP ratio was recorded over 
the 1984-85 to 1988-89 period. This was achieved by a substantial improvement in 
the primary balance. But the conditions for stability were not attained. As 
previously noted, stabilization of the debt-to-GDP ratio when interest rates are 
higher than the growth of GDP requires a level of primary surplus sufficient to 
offset the impact of the interest-growth-rate differential. For the 1984-85 to 
1988-89 period, although the primary budget position improved, it remained 

in deficit. 


In 1989-90 and 1990-91, interest rates rise relative to the growth rate. This in 
itself would result in a significant increase in the debt-to-GDP ratio. However, the 
primary balance improves and reaches a surplus in 1989-90. Nevertheless, the 
primary surplus in 1989-90 is not sufficiently large to bring about stability. 
Stability in the debt ratio is achieved in 1990-91. The debt-to-GDP ratio declines 
over the medium term as the ongoing improvement in the primary surplus is 
sufficiently large to offset the negative interest-growth-rate effect. 


A key consequence of stabilizing the debt-to-GDP ratio is that the net-interest-to- 
GDP ratio declines in 1990-91 and thereafter, falling approximately a full 
percentage point of GDP. The decline in interest rates starting in 1990-91 is also 
an important contribution to the achievement of this result. 


The magnitude of the improvement required in the primary balance to achieve 
stabilization is large. From a deficit of $20 billion in 1984-85, the primary balance 
moves to a surplus of approximately $7 billion in 1990-91, for a total improvement 
of $27 billion to stabilize the debt-to-GDP ratio. This represents a change of 5.6 
percentage points in the primary balance as a per cent of GDP from a deficit of 
4.5 per cent in 1984-85 to a surplus of 1.1 per cent in 1990-91. Both discretionary 
fiscal measures and economic growth contribute to this improvement. 


Annex 5 


Alternative Measures of the Budget Balance 


In addition to the budgetary balance between revenues and expenditures, there are 
a number of indicators that provide useful information on the fiscal situation. Two 
such summary measures are the structural budget balance and the primary 
structural budget balance. The structural balance is a measure which attempts to 
remove the influence of cyclical economic factors on the budgetary balance. The 
primary structural balance is the structural balance excluding net interest 
payments. 


The structural, or cyclically adjusted, budget balance is an estimate of what the 
budget balance would be if economic activity were at an average level over the 
business cycle. By removing the cyclical effects of economic activity on the budget 
balance the structural budget balance can be used to infer the extent of 
discretionary fiscal actions. This average level of economic activity does not 
necessarily represent output at full capacity, but rather an output level that can be 
sustained on average over the business cycle. Since the balance is calculated for 
average levels of economic activity the cyclical component of the deficit sums to 
zero over the business cycle. 


Chart A.5.1 shows the actual and structural budget balances from 1975 to 1994 
on a national accounts, calendar year basis. Following the 1981-1982 recession, a 
significant portion of the deficit was cyclical in nature. Over the last six years, 
above-average economic growth has eliminated this cyclical component. As a 
result, with the economy now operating at a high rate of capacity utilization, the 
deficit is estimated to be entirely structural. Looking ahead, actual and structural 
deficits decline in tandem as more sustainable rates of economic growth are 
expected. In particular, in 1990 and beyond, the declines in both actual and 
structural deficits reflect in large measure discretionary fiscal policy actions. 


Changes in the structural balance are often used to measure discretionary changes 
in the fiscal stance although the structural balance invariably contains some non- 
discretionary elements. For example, changes in oil and grain prices affect the 
structural balance but are clearly non-discretionary. Further, interest rate changes 
result in non-discretionary changes in net interest payments on the public debt. 
Therefore, the structural balance excluding net interest payments is a better 
measure of the component of the budget over which the government exerts 
discretionary influence, at least in the short run. 
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Year-to-year changes in structural and primary structural balances are presented 
in Chart A.5.2. A positive value in a given year indicates a movement in the fiscal 
stance toward restraint compared to the previous year. The chart demonstrates 
that the fiscal stance was highly expansionary in the early 1980s. From 1984-85 
onward, fiscal restraint is evident in the reductions in both the structural and 
primary structural budget balances. 


Chart A.5.2 also shows that in the last half of the 1980s changes in the primary 
structural balance are larger than changes in the structural balance, due to a rise 
in net interest payments over the period. Increases in the cost of debt servicing 
worked against deficit reduction efforts during that period. However, the debt-to- 
GDP ratio stabilizes in 1990-91 and declines over the medium term. This 
development, in conjunction with lower interest rates, produces a decline in net 
interest payments which acts to reinforce discretionary deficit reduction actions 
and to lower the structural deficit. 


Chart A.5.1 


Federal Government Deficit 
Actual and Structural 


National Accounts Basis 


per cent of GDP 


Actual 
ete Structural 


1975 1980 1983 1988 1994 


Historical Forecast 


Chart A.5.2 


Federal Structural and Primary Structural 
Budget Balances 


National Accounts Basis 
(year-to-year changes) 


per cent of GDP 


“44 Structural 
MB Primary structural 


1983-84 1986-87 1989-90 1993-94 


Historical Forecast 


Note: The structural budget is an estimate of the budget balance adjusted for cyclical influences. 
The primary structural budget balance is the structural balance exclusive of net interest payments. 
A positive sign indicates tightening of fiscal policy; a negative sign indicates an easing of fiscal 
policy. 
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Annex 6 


Sensitivity of the Government’s Fiscal Position to 
Alternative Economic Assumptions 


Since the government’s fiscal position is sensitive to economic developments, any 
set of fiscal projections is subject to uncertainty. This annex examines the 
sensitivity of the fiscal projections to stylized developments in two key economic 
variables — real gross domestic product (GDP) and interest rates. 


Uncertainty about fiscal projections exists because of the inherent difficulty in 
predicting future economic developments. To the extent that actual economic 
outcomes differ from projections, there are corresponding implications for the 
government’s fiscal position. In a forecasting context, this uncertainty increases as 
the time horizon of the projections extends further into the future. Moreover, even 
if economic projections turn out to be accurate, the economic bases used in 
forecasting revenues and expenditures are often only approximations to true 
economic bases, so that there is also uncertainty in establishing the relationships 
between revenues and expenditures and their underlying economic determinants. 


One way to estimate the effects of changes in the economy on the budgetary 
position is through sensitivity analysis which provides “rule-of-thumb” estimates 
of the impacts of changes in key economic variables on the major budgetary 
aggregates. The sensitivity analysis estimates are partial in the sense that the 
impact of a change in the level of real output or its growth rate is examined with 
interest rates being treated as constant, and vice versa. As a result, the estimates 
are only approximations since they abstract from the potentially large number of 
interrelated changes to the economy that might accompany a change in key 
variables. Therefore, while the estimates are illustrative of the impacts of changes 
in key economic variables on the fiscal position, they should not be construed as 
yielding alternative forecasts of the fiscal position. It should also be noted that the 
estimated impacts are sensitive to the underlying, or base case assumptions, for 
example, for the stock of outstanding debt and interest rates. 


Table A.6.1 presents estimates of the impacts on revenues, expenditures and the 
budgetary deficit for a sustained one-percentage-point increase in the rate of 
economic growth and a sustained one-per-cent increase in the level of output. The 
higher economic activity is assumed to be spread evenly over all components of 
income and expenditure. In the case of a sustained increase in the rate of real 

growth, the budgetary deficit would decline by over $1 billion after one year and 

by over $6 billion after four years. The decline in the deficit resulting from higher real 


bi2 


growth reflects increased revenues associated with higher tax bases and 
collections, and lower expenditures, particularly reduced public debt charges 
related to a lower stock of debt. The response of the major budgetary aggregates 
is symmetric for a one-percentage-point decline in the rate of real growth. In the 
case of a one-per-cent increase in the level — as opposed to the growth rate — of 
real output, the deficit would decline by approximately $1 billion after one year 
and by about $1 1/2 billion after four years. The impacts are symmetric for a one- 
per-cent decline in the level of real output. 


Table A.6.2 presents the impacts of a 100-basis-point reduction in interest rates. 
In the estimates, it is assumed that all rates are 100 basis points lower so that the 
spreads between short- and long-term rates remain unchanged. The estimated 
effects build up over time as the stock of debt matures and is refinanced at lower 
interest rates. As well, as debt interest payments are reduced, deficits, debt and 
debt service charges are reduced further. The budgetary deficit decreases by more 
than $1 1/2 billion after one year and over $3 billion after four years. Reductions 
in financial requirements are less than those for the budgetary deficit, as some 
interest payments that are recorded on an accrual basis in budgetary expenditures 
are converted to a cash basis in deriving financial requirements. The impacts are 
broadly symmetric for a 100-basis-point increase in interest rates. 


‘It is assumed for the purposes of this analysis that the balance in the unemployment insurance account is held 
at its underlying, or base case level. 


Table A.6.1 


Fiscal Sensitivity Analysis 


a eet seed Bt 2 es Se 


Estimated changes to fiscal position 
Ee Oe ea ee 
Year | Year 2 Nears Year 4 


(billions of dollars) 


One-percentage-point higher 
growth rate 


Budgetary transactions 


Revenue increases 1 23 3.6 Sy? 
Expenditure reductions 0.2 0.4 0.7 1.0 

st Begin EE he Eee Re coe ee 
Deficit reductions Ips 2.8 4.3 62 


One-per-cent increase in output (level) 


Budgetary transactions 


Revenue increases 0.9 ib |e 13 

Expenditure reductions 0.2 0.2 0.2 0.3 
ONS An ae A OO a a 

Deficit reductions et 13 je 156 


Note: Figures may not add due to rounding. 


Table A.6.2 


Fiscal Sensitivity Analysis 
Se a 


Estimated changes to fiscal position 


Year | Year 2 Year 3 Year4 


(billions of dollars) 


100-basis-point lower interest rates 


Budgetary transactions 


Revenue reductions 0.1 0.1 0.2 0.2 

Expenditure reductions iy 2.6 ol 35 
Deficit reductions 1.6 D4 2.9 See: 
Non-budgetary transactions 

Reductions in source of funds 0.3 0.4 QO 0.6 


Reductions in financial 
requirements 13 2.0 2.4 2.7 


Note: Figures may not add due to rounding. 
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Annex 7 


Debt Operations Report 


The purpose of this annex is to provide background information on the 
government’s debt operations. It describes and explains various aspects of the debt 
program both for the past year and from a longer-term historical perspective. The 
first section deals with the government’s debt management and borrowing 
activities while the second section provides background information on Crown 
corporation borrowing and government and Crown corporation loan guarantees. 


Debt Management 


Public debt charges are now the government’s largest single expenditure item, 
accounting for more than one-quarter of total expenditures. The principal 
objective of debt management is to raise the funds required by the government at 
minimum cost over the long-term. Achieving this objective is a complex task given 
the ever-changing conditions in financial markets. Judgements must be made 
about the type of debt securities to issue, their maturities and the level of cash 
balances. 


One of the most important elements of debt management is the appropriate fixed 
rate/floating rate mix for the debt. Over the long-term substantial savings in 
interest charges can be derived from maintaining a substantial proportion of 
outstanding debt in floating rate form. The main reason for this is that it is 
generally cheaper to borrow short-term than long-term. In a period of high 
interest rates, borrowing in the short-term allows for an added opportunity for 
savings once interest rates decline. Of course, during periods of sharply rising 
interest rates, a debt strategy with a greater proportion of fixed-rate debt would 
provide incremental savings over short periods of time. Decisions on the mix of the 
debt must assess these cost and risk factors and take account of the fact that if the 
debt is concentrated too much in one form it can affect market interest rates 
adversely, thus reducing or eliminating potential cost savings. 


In Canada, as seen in Chart A.7.1, over half the total stock of Canada’s debt must 
be refinanced or repriced every year. This includes all Treasury bills, CSBs, and 
maturing marketable bonds. Maintaining over half of Canada’s stock of debt in 
short-term floating rate instruments, particularly Treasury bills, has enabled the 
government to benefit from generally cheaper short-term interest rates relative to 
long-term rates. The benefit of having borrowed short was particularly evident in 


ifs 
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Chart A.7.1 


Government of Canada Debt, 
Structure of Domestic Debt Outstanding 
(Fiscal Years) 


er cent 
100 -—E 


Marketable bonds 


1971-72 1973-74 1975-76 1977-78 1979-80 1981-82 1983-84 1985-86 1987-88 1988-89 


Source: Bank of Canada Review and Department of Finance. 


the period from 1981 to 1987 as it provided the opportunity for savings from the 
falling trend in interest rates during most of that time. This followed a three year 
period of sharply rising interest rates. It can also be seen in the chart that while 
the fixed portion, marketable bonds, has been generally stable, the split between 
Treasury bills and CSBs in the floating rate portion has changed. In large part this 
has reflected a declining proportion of new funds raised through the issue of CSBs 
and varying CSB sales and redemptions from year to year. 


In 1988-89, when short-term interest rates rose, the cumulative cost savings from 
this debt structure were moderately reduced, but continued to be significant. 


In line with the policy of maintaining a major portion of outstanding debt in 
floating rate form, there have also been some changes in the maturity composition 
of Government of Canada bonds (Chart A.7.2). In the period since 1981, the 
proportion of bonds with maturities of up to ten years has risen, while that of 


Chart A.7.2 


Government of Canada Debt 


Maturity Structure of Canadian Dollar Bonds, 
(Fiscal Years) 


per cent of total outstanding 


100 


80 10 years and over 


3 years and under 


1971-72 1973-74 1975-76 1977-78 1979-80 1981-82 1983-84 1985-86 1987-88 Dec. 
1988 


Source: Department of Finance. 


bonds with longer terms has fallen. The reduction in the proportion of long-term 
bonds reflects an intent to restrict the issue of longer term debt to limit raising 
funds which are normally higher-cost. 


Current Debt Management Operations 


Table A.7.1 gives details on debt management operations in fiscal years 1987-88 
and 1988-89. In fiscal year 1988-89, unmatured domestic debt outstanding 
increased by an estimated $27.7 billion to $264.7 billion, compared with a 

$22.2 billion increase in the previous fiscal year. The $27.7 billion increase in the 
debt reflected financial requirements of $22.0 billion (discussed in the main body 
of this Fiscal Plan), $5.4 billion in foreign exchange transactions, resulting mainly 
from the strengthening Canadian dollar in 1988-89, and a $0.3 billion increase in 


government cash balances. 


my 


1. 
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To raise funds in the Canadian domestic market, the government relies on three 
debt instruments: marketable bonds, Canada Savings Bonds (CSBs), and 
Treasury bills. 


Marketable Bonds 


Of the total 1988-89 increase in debt, $11.8 billion was raised through marketable 
bonds, compared with $9.5 billion in 1987-88. During 1988-89, the government 
continued the practice of frequent bond issues and has increased the emphasis on 
selling bonds by auction. Auctions, of which 18 were held in 1988-89, now account 
for about 60 per cent of all marketable bonds issued, up from about 50 per cent in 
1987-88. In addition to the $11.8 billion of new debt raised through bonds in 
1988-89, $5.3 billion of maturing bonds were refinanced in the bond market. 


Table A.7.1 


Financial Requirements and Debt Program 


1987-88 Per 1988-89 Per 
Actual cent Estimate) cent 


(billions of dollars unless 
otherwise expressed) 


(i) Financial requirements 


— Budgetary and non-budgetary 18.2 22:0 
— Foreign exchange transactions sed 5.4 
Change in cash balance —3.] 0.3 
Total financing required Pups OM Be | 
(11) Sources of financing 
— Marketable bonds Es 43 11.8 43 
— CSBs 8.6 39 —5.7 —21 
— Treasury bills 4.1 18 21.6 78 
Total 22.2 100 pa hee | 100 
(111) Interest rate swaps 0.4 Ney 
(iv) Closing cash position eS) 1.8 


Per cent of debt program in 
floating rate form (T-bills, CSBs, swaps) 59 61 


‘) Department of Finance estimates. 


‘) These figures represent the transfer of Exchange Fund Account profits ($0.8 billion in 1987-88 and 
$1.7 billion in 1988-89) plus foreign exchange transactions. 


2. Canada Savings Bonds 


The Fall 1988 CSB Campaign — with a coupon of 9 1/2 per cent — generated total 
sales of $15.0 billion, the third largest since CSBs were introduced 43 years ago. 
The record was the $17.5 billion campaign following the October 1987 stock 
market crash. The net amount raised after taking account of CSBs which matured 
in 1988 and other maturities which were redeemed during the campaign was 

$6.5 billion. Rising interest rates in late 1988 and early 1989 led some investors to 
redeem their CSBs and transfer the funds to other savings instruments. To meet 
the competition, the CSB rate was increased to 10 1/2 per cent for four months 
effective March 1, 1989. With the redemptions, the stock of outstanding CSBs 
during 1988-89 is estimated to have declined by $5.7 billion to $46.9 billion. 


3. Treasury Bills, Cash Management Bills and Interest Rate Swaps 


Treasury bills were used to raise $21.6 billion in new funds in 1988-89, including 
$5.7 billion to cover the decline in the CSB stock. The Treasury bill program also 
involves significant refinancings of maturing bills. The average size of the regular 
weekly Treasury bill tender, to cover refinancings and net new funds, increased to 
$4.3 billion in 1988-89 from $3.8 billion in the previous fiscal year, and there were 
several individual regular tenders of $5.0 billion. 


The use of cash management bills, short-term Treasury bills with terms to 
maturity of 7 to 45 days, also increased substantially in 1988-89. The use of these 
bills results in more efficient cash management as they can be issued at any time 
and permit the government to avoid borrowing longer term to meet short-term 
variances in cash balances. These bills normally offer the lowest interest cost to 
the government as they are at the shortest term on the yield curve. 


The government arranged $1.2 billion of interest rate swaps in 1988-89. Interest 
rate swaps are a cost effective substitute for Treasury bills: by issuing bonds and 
swapping them into floating rate form, through an agreement with a swap 
counterparty who agrees to pay an amount covering the government’s bond 
interest payments, in exchange for floating rate payments from the government, 
costs of debt well below Treasury bill costs are achieved. Future cost savings from 
the interest rate swaps done to date which includes $0.4 billion completed in 
1987-88 are estimated at about $11.1 million per year. 


The floating portion of the 1988-89 debt program, i.e. Treasury bills, CSBs and 
Swaps, rose to 61 per cent compared with 59 per cent in 1987-88. This 61 per cent 
floating portion of net new financings in 1988-89 had the effect of increasing the 
floating portion of the stock of outstanding domestic debt to 56.2 per cent at the 
end of the fiscal year from 55.9 per cent at the beginning of the year. 


Government Debt Held by Non-Residents and Foreign Currency Debt 
Chart A.7.3 summarizes the breakdown of Government of Canada debt between 


Canadian-dollar and foreign currency denominated issues and between resident 
and non-resident holdings. 
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Foreign currency debt outstanding, which includes marketable bonds, loans and 
short-term Canada Bills is largely in the form of U.S. dollars and, to a lesser 
extent, Yen obligations (Table A.7.2). Foreign currency debt rose from an 
insignificant share of total debt in 1976-77 to a high of around 11 per cent in 
1978-79, and since has fallen back to around 3 per cent. To date, the government 
has issued foreign-currency debt only to replenish foreign exchange reserves or to 
refinance maturing issues. The firming of the Canadian dollar over the past year 
and the attendant increase in the level of official reserves has allowed for a 
paying-down during 1988-89 of foreign currency debt equivalent to some 

U.S. $1,900 million. This included U.S. $258 million of Canada bonds issued 
earlier in the United States and bought back by the government in the open 
market and subsequently cancelled. As well, a Yen-denominated loan amounting 
to Yen 120 billion, was called in July 1988 and a U.S. $500 million issue was 
allowed to mature in October 1988. Two other small foreign issues were also paid 
down. 


While the proportion of foreign currency debt has been falling, the proportion of 
domestic debt held abroad has recently increased. This latter development is a 
result of increased interest in Canadian dollar securities by foreign investors, 
reflecting attractive interest rates and confidence in the Canadian economy and 
the Canadian dollar. Japanese and European investor interest has been 
particularly strong. Approximately 19 per cent, or about $50 billion, of the 
outstanding debt is held by non-residents. 


ablesAv72) 


Composition of Foreign Debt 


Currency and USS. dollar Floating 


amount equivalent Per cent rate portion 
(billions) (billions) ’ 
U.S. $5.46 5.4@) qg 3.20) 
Y 140 b st 16 ~ 
Sfr 700 m 0.4 6 - 
DM 200 m Oal l ~ 
7.0 100 3.2 


“) As of March 31, 1989; translated using exchange rates as of that date. 

2) Includes U.S. $199 million of Canadair debt assumed in 1985-86. 

®) Includes U.S. $948 million of Canada Bills, and U.S. $1,091 nominal principal amounts of swap agreements 
for Yen 80 billion due February 1991, Yen 80 billion due June 1992, and Yen 20 billion due July 1993. 


Government of Canada Debt, 


Resident and Non-Resident Holdings 
(Fiscal Years) 


83 1985 
-86 


1987 — Sept. 
8 8 


-88 1988 


Borrowings by Crown Corporations and Loan Guarantees by the Federal 
Government and Crown Corporations 


To provide a more comprehensive view of the government’s total impact in 
financial markets, the following sections provide information on the outstanding 
debt of Crown corporations and on government and Crown corporation loan 
guarantees. 


(a) Crown Corporation Borrowing 
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Table A.7.3 shows recent levels of the unmatured debt of the Crown corporations. 
The estimates are consistent with statutory authorities approved by Parliament 
and with corporate plans and borrowing plans approved by the government. 


The outstanding stock of unmatured debt of the Crown corporations had risen 
from a level of $9.7 billion at the end of 1981-82 to $13.3 billion by the end of 
1988-89. The outlook is for the stock of debt to rise slightly to $13.7 billion by the 
end of 1990-91 (Table A.7.5). 


The largest Crown corporation borrowers are the financial intermediaries — the 
Export Development Corporation (EDC), the Federal Business Development Bank 
(FBDB) and the Farm Credit Corporation (FCC). These financial intermediar- 
ies lend directly to their customers. Together, they accounted for approximately 

66 per cent of Crown corporation market debt at the end of March 1989. 


Canadian National accounted for 15 per cent of Crown corporation market debt 
outstanding at March 31, 1989. The borrowings of this non-agent Crown 
corporation are not direct obligations of the government. 


In the energy sector, Petro-Canada and Eldor, formerly Eldorado Nuclear, 


accounted for approximately 19 per cent of the Crown corporation total market 
debt at March 31, 1989. 


The Farm Credit Corporation is not borrowing in private sector financial markets, 
pending a financial restructuring of the corporation. The borrowing of other 
Crown corporations is negligible. 


‘) Certain Crown corporations such as Canada Mortgage and Housing Corporation and, currently, the Farm 
Credit Corporation borrow directly from the government and not from the private financial market. 
Consolidated Revenue Fund loans to Crown corporations, which totalled $15.3 billion as of March 31, 1988, 
are reflected in the government's overall financial statements. 


Table A.7.3 
Unmatured Market Debt of Crown Corporations” 


a ee ey ee PO eee eee See 


1981-82 1987-88 1988-89 
ee ee ee a ee 


(billions of dollars) 

Financial 

Export Development Corporation 322 53 SD 

Federal Business Development Bank 0.9 1.9 2.0 

Farm Credit Corporation - I Ihas: 
Transport 

Canadian National Pal HW) 2.0 
Energy 

Eldor 0.3 Oo7. 0.5 

Petro-Canada® 2.4 Pa 2.0 
Other es? - = 
Total debt 9.7 ES N33 


“) Data for 1988-89 are preliminary. 

) Borrowings by this non-agent corporation are not direct obligations of the government. 

®) Includes term preferred shares outstanding at March 31 as follows: 1981-82, $1,464 million; 

1987-88, $731 million; 1988-89, none outstanding. 

Includes debt of Canadair and de Havilland. These corporations were subsequently sold and do not appear in 
the data for 1987-88 and 1988-89. 
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(b) Loan Guarantees by the Government of Canada and Crown Corporations 


The government guarantees loans under a variety of social, agricultural and 
industrial programs. Recent trends in government loan guarantees are shown in 
Table A.7.4. 


In the 1986 budget the government adopted a new policy for granting loan 
guarantees. One of the principal thrusts of the new policy is “lender risk-sharing” 
— that is, the involvement of lenders in the financing on a risk basis. The policy is 
intended to lessen the government’s risk in such loan guarantees, to better balance 
risk-sharing among the participants and to encourage commercial terms in the 
financings being guaranteed. Considerable progress has been achieved with the 
new guidelines. 


6) The table shows the total amount of financing being supported and the contingent liabilities in respect of the 
guaranteed loans outstanding which, in some cases, is less than the amount of the loans guaranteed 
themselves. 


i 3 
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In total, as seen in Table A.7.4, the contingent liabilities of the government under 
major loan guarantees amounted to $8.9 billion at the end of 1988-89. Loan 
guarantees in support of wheat sales to foreign governments and the Canada 
Student Loans Program are the two largest components of the total. The Wheat 
Board loans accounted for about 45 per cent of government loan guarantees at the 
end of 1988-89 and the Canada Student Loans Act accounted for approximately 
S leper-cent: 


Table A.7.4 


Major Loan Guarantees 
Government of Canada and Crown Corporations; 1987-88 and 1988-89 


SEE ee ee ee 


1987-88 1988-89) 
Con- 
Financing tingent Financing Con- 
being lia- being tingent 
supported) bility supported liability 


Se ee eee 


(millions of dollars) 


Government of Canada 


Loans to Canadian Wheat Board 3,137 BB: 4,000 4,000 
Small Business Loans Act 1,548 538 1525 528 
Canada Student Loans Act 2,435: 2,435 2,800 2,800 
Farm Improvement Loans Act 137 137, 145 145 
Advance Payments for Crops Act 105 105 110 110 
Loans for on-reserve housing 351 351 415 415 
Financing for Newgrade Upgrader 170 170 275 2I5 
Financing for Ridley Terminal 200 200 200 200 
Financing for aircraft purchases 

from de Havilland 369 342 435 415 
Atlantic Enterprise Program 4 3 1] 10 


ee ee ee A 
Total loan guarantees by 
Government of Canada 9,056 8,018 9,916 8,898 


Crown corporations 
Canada Mortgage and Housing 


Corporation 41,700 41,700 45,700 45,700 
Export Development Corporation 2i Zz) 23 23 
Petro-Canada 75 75 ihe: 1 
Other 38 38 52 52 


Total loan guarantees by 


Crown corporations 41,840 41,840 45,850 45,850 
Total loan guarantees 50,896 49,858 55,766 54,748 
a ne ee Eee ee 
“) Preliminary. 


) The amount of financing being supported is shown because it gives a perspective on the capital market impact 
of the loan guarantees. 

°) The contingent liabilities in respect of the loan guarantees are, in some cases, less than the actual amount of 
the loans guaranteed. This is because, in some cases such as the Small Business Loans Act and the financing 
for aircraft purchases from de Havilland, the guarantee formula limits the government’s liability. 


Other significant loan guarantee programs relate to the Small Business Loans Act 
($1.5 billion), financing for aircraft purchases from de Havilland ($435 million), 
Ridley Terminal ($200 million), Newgrade Upgrader ($275 million), the Farm 
Improvements Loans Act ($145 million), and the Advance Payments for Crops 
Act ($110 million). 


There is also a significant amount of credit market activity which is supported by 
Crown corporations in the form of guaranteed or insured loans. The amount of 
such guarantees was $45.9 billion at the end of 1988-89, virtually all of which 
were accounted for by CMHC insured mortgages ($45.7 billion). 


It should be noted that Crown corporation and direct government loan guarantees 
discussed above do not represent the total contingent liabilities of the government. 
There are other contingent liabilities not related to borrowing such as deposit 
insurance provided by the Canada Deposit Insurance Corporation. 


Total Federal Debt and Guarantees 


Table A.7.5 summarizes recent trends of total federal government and Crown 
corporation debt and guarantees. 


Table A.7.5 


Unmatured Debt and Loan Guarantees 
Government of Canada and Crown Corporations 


Unmatured Debt Loan Guarantees‘) 
we = Total 
Govern- Crown Govern- Crown unmatured 
ment corpora- ment corpora- debt and 
of Canada tions Total of Canada tions Total guarantees 
(billions of dollars) 
1987-88 248.3 1353 261.6 8.0 41.8 49.8 311.4 
1988-89® 27320 133 286.3 8.9 45.9 54.8 341.1 
1989-90°) 293.5 13.6 S071 9.8 50.5 60.3 367.4 
1990-91 Sie 1337 324.8 102 Spill 65.3 390.1 


Note: In the forecast period it is assumed that changes in Government of Canada unmatured debt can be 
approximated by financial requirements excluding foreign exchange. 


Included in Government of Canada unmatured debt is the debt of Canadair Financial Corporation which was 


assumed by the government in 1985-86. 


“) Contingent liability. 
(2) Preliminary. 
G) Forecast. 
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Table I 
Fiscal Transactions 


eee 


Financial 
requirements 
Budgetary (excl. foreign 

Budgetary Budgetary surplus or Non-budgetary exchange 
revenues expenditures deficit (—) transactions transactions) 


———— ee eee 


(millions of dollars) 


1926-27 372 — 330 42 — 38 4 
1931-32 303 —417 —114 — 104 —218 
1936-37 420 — 498 — 78 10 — 68 
1941-42 1,487 — 1,839 — 352 — 269 — 621 
1946-47 3,034 — 2,604 430 — 896 — 466 
1951-52 4,101 — 3,745 356 64 420 
1956-57 5,582 — 5,257 325 130 455 
1957-58 5,456 — 5,652 — 196 — 150 — 346 
1958-59 Sng — 6,036 — 877 — 601 — 1,478 
1959-60 5,896 — 6,496 — 600 116 — 484 
1960-61 6,322 — 6,851 — 529 205 — 324 
1961-62 6,468 —7,416 — 948 95 — 853 
1962-63 6,662 — 7,495 — 833 — 106 — 939 
1963-64 7,099 — 8,268 — 1,169 910 — 259 
1964-65 8,220 — 8,535 — 315 399 84 
1965-66 8,955 — 8,652 303 — 205 98 
1966-67 97152 — 9,939 — 187 — 473 — 660 
1967-68 10,637 — 11,348 —711 — 667 — 1,378 
1968-69 [1,939 — 12,339 — 400 — 41] —811 
1969-70 14,291 — 13,959 332 — 98 234 
1970-71 14,874 — 15,654 — 780 — 248 — 1,028 
1971-72 16,511 — 18,053 — 1,542 176 — 1,366 
1972-73 19,097 — 20,772 — 1,675 367 — 1,308 
1973-74 22,322 — 24,321 — 1,999 482 —1,517 
1974-75 29,143 — 31,152 — 2,009 — 130 — 2,139 
1975-76 31,549 — 37,286 — 5,737 963 — 4,774 
1976-77 34,300 — 40,597 — 6,297 749 — 5,548 
1977-78 34,518 — 44,944 — 10,426 O77 — 8,449 
1978-79 36,866 — 49,483 = 12,617 1,405 — 11,212 
1979-80 41,921 — 53,422 — 11,501 1,369 — 10,132 
1980-81 48,775 — 62,297 — 13,522 3,628 — 9,894 
1981-82 60,001 — 74,873 — 14,872 5,626 — 9,246 
1982-83 60,705 — 88,521 — 27,816 4,014 — 23,802 
1983-84 64,216 — 96,615 — 32,399 7,198 — 25,201 
1984-85 70,898 — 109,222 — 38,324 8,516 — 29,808 
1985-86 76,833 — 111,237 — 34,404 4,134 — 30,270 
1986-87 85,784 — 116,389 — 30,605 9,038 — 21,567 
1987-88 97,452 — 125,535 — 28,083 9,930 — 18,153 


— ee ee ee 


Source: Public Accounts of Canada adjusted to reflect accounting changes. 
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Table II 


Fiscal Transactions 
ee SN ee ee eee eee 


Financial 
requirements 
Budgetary (excl. foreign 
Budgetary Budgetary surplus or Non-budgetary exchange 
revenues expenditures deficit (—) transactions transactions) 
(percentage of GDP)* 

1926-27 72 ~6.4 0.8 07 0.1 
1931-32 6.5 —8.9 ae age) —~4.6 
1936-37 | — 10.7 —1.7 0.2 —1.5 
1941-42 18.0 —22.2 — 4.3 — 3.2 —7.5 
1946-47 io Ye) —21.9 3.6 —7.5 —3.9 
1951-52 19.0 —17.3 1.6 0.3 1.9 
1956-57 17.4 —16.4 1.0 0.4 1.4 
1957-58 16.3 — 16.9 — 0.6 —0.4 —1.0 
1958-59 14.8 —17.4 —2.5 —1.7 —4,2 
1959-60 16.4 —18.1 —1.7 0.3 —1.4 
1960-61 16.5 —17.9 —1.4 0.5 —0.8 
1961-62 15.8 — 18.1 —2.3 0.2 —2.1 
1962-63 1520) — 16.9 —1.9 —0.2 —2.1 
1963-64 14.9 —17.3 —2.5 1.9 —0.5 
1964-65 15:7 —16.4 —0.6 0.8 0.2 
1965-66 15.6 — 15.0 0.5 —0.4 0.2 
1966-67 15h —15.4 —0.3 —0.7 —1.0 
1967-68 15.4 — 16.4 —1.0 —1.0 —2.0 
1968-69 15.8 —16.4 —0.5 —0.5 —1.1 
1969-70 2 — 16.8 0.4 —0.1 0.3 
1970-71 16.7 —17.6 —0.9 —0.3 —1.2 
1971-72 i — 18.6 — 1.6 0.2 —1.4 
1972-73 17.6 —19.1 —1.5 0.3 —1.2 
1973-74 17:5 —19.1 — 1.6 0.4 —1.2 
1974-75 192 — 20.5 —1.3 —0.1 —1.4 
1975-76 18.4 —21.7 — 3,3 0.6 —2.8 
1976-77 73 — 20.5 —3.2 0.4 —2.8 
1977-78 1538 — 20.6 —4.8 oO —3.9 
1978-79 1523 — 20.5 —5.2 0.6 — 4.6 
1979-80 L522 — 19.3 —4.2 0.5 —3.7 
1980-81 a7 — 20.1 —4.4 ie —3.2 
1981-82 16.9 —21.0 —4.2 1.6 — 2.6 
1982-83 16.2 — 23.6 —7.4 al —6.4 
1983-84 15.8 — 23.8 —8.0 1.8 — 6.2 
1984-85 15.9 — 24.6 — 8.6 1S —6.7 
1985-86 16.0 — 23.2 —7.2 0.9 — 6.3 
1986-87 16.9 — 23.0 —6.0 1.8 — 4,3 
1987-88 rey, —22.8 —5.] 1.8 — 3.3 


I I I II I I 


* For 1926-27 to 1960-61 inclusive, figures are expressed as a percentage of GNP. 
Source: Public Accounts of Canada adjusted to reflect accounting changes. 13] 


Table III 
Budgetary Revenues 


Oe 


Personal Corporate Salesand Unemployment Other Total 
income income excise insurance tax Non-tax —_ budgetary 
tax tax taxes contributions revenues revenues revenues 


— ee eee 


(millions of dollars) 


1961-62 2,052 1,302 2,204 278 197) 435 6,468 
1962-63 2,018 1,298 2539) 285 ZG 450 6,662 
1963-64 2,168 17375 2,929 296 216 519 7,099 
1964-65 2,955 1,669 2,890 310 233 583 8,220 
1965-66 203) 15759 3,344 327 278 610 8,955 
1966-67 3,050 1,743 3,628 343 305 683 of 
1967-68 3,650 1,821 3,718 346 323 19 10,637 
1968-69 4,334 Zl 3,747 432 318 895 11,939 
1969-70 5,588 2,059 4,009 490 349 1,016 14,291 
1970-71 6,395 2,426 4,060 493 378 bP 14,874 
1971-72 VP 2,396 4,637 569 420 1,262 16,511 
1972-73 8,378 © 2,920 S272 745 353 1,429 19,097 
1973-74 9,226 3,710 6,068 1,001 625 15692 22322 
1974-75 11710 4,836 6,837 1,585 2,103 2,072 29,143 
1975-76 12,709 5,748 6,655 2,039 1,981 2,417 31,549 
1976-77 14,634 5,363 7,376 2,470 Vise 2,675 34,300 
1977-78 13,988 5,280 8,093 Lou ooo 3,021 34,518 
1978-79 14,656 5,654 8,853 2,783 1,489 3,431 36,866 
1979-80 16,808 6,95] 9,044 2,778 2,054 4,286 41,921 
1980-81 195337 8,106 10,152 3,303 2,475 4,902 48,775 
1981-82 24,046 8,118 116322 4,753 5,659 6,103 60,001 
1982-83 26,330 7,139 10,629 4,900 6,277 5,430 60,705 
1983-84 26,967 7,286 12,047 Te oo S202 5,455 64,216 
1984-85 29,254 9,379 13,698 1,950 5,607 5,407 70,898 
1985-86 33,008 9,210 16,143 8,719 4,527 5,226 76,833 
1986-87 37,878 9,885 19,084 9,558 3,464 S915 85,784 
1987-88 45,125 10,878 20,338 10,425 a9 12 6,714 97,452 


Source: Public Accounts of Canada adjusted to reflect accounting changes. 


ESP 


Table IV 
Budgetary Revenues 


So ey te be rt ee 


Personal Corporate Salesand Unemployment Other Total 
income income excise insurance tax Non-tax budgetary 
tax tax taxes contributions revenues revenues revenues 
Ea re ete i hs ge eg ae el ee! gc a ae OO a 
(percentage of GDP) 
1961-62 5.0 Se 5.4 0.7 0.5 Ik 15.8 
1962-63 4.5 2.9 5.4 0.6 0.5 1.0 15.0 
1963-64 4.5 29 Ba) 0.6 0.5 1.1 14.9 
1964-65 4.9 3.2 Di) 0.6 0.4 let PSs7. 
1965-66 4.6 Sai 5.8 0.6 0.5 let 15.6 
1966-67 4.7 oe 5.6 0.5 0.5 si Los 
1967-68 3.3 2.6 5.4 0.5 0.5 el 15.4 
1968-69 Sa oe 5.0 0.6 0.4 ie 15.8 
1969-70 6.7 3.4 4.8 0.6 0.4 2 a 
1970-71 Tad 2.7 4.6 0.6 0.4 nS 16.7 
1971-72 7.4 2S 4.8 0.6 0.4 13 1720 
1972-73 Ed 2.7 4.9 0.7 0.3 123 17.6 
1973-74 Te 2.9 4.8 0.8 0.5 123 Wie) 
1974-75 EL ou 4.5 1.0 1.4 1.4 19.2 
1975-76 7.4 3.4 3.9 bee 2 1.4 18.4 
1976-77 7.4 Pee! Sey, ey) 0.9 1.4 Le 
1977-78 6.4 2.4 a7 ee 0.7 1.4 15.8 
1978-79 6.1 2:3 3.7 2 0.6 1.4 jkee) 
1979-80 6.1 2-5 33 1.0 0.7 1.6 Le 
1980-81 6.4 2.6 3.3 Lt 0.8 1.6 1557 
1981-82 6.8 Des 32 3 1.6 lie, 16.9 
1982-83 7.0 19 2.8 3 Iie? 15 16.2 
1983-84 6.6 1.8 3.0 1.8 3 13 15.8 
1984-85 6.6 Z| all ee [3 ie2 15.9 
1985-86 6.9 1.9 3.4 1.8 0.9 Vd 16.0 
1986-87 T5 2.0 3.8 1.9 0.7 2 16.9 
1987-88 8.2 20 Ss 1.9 0.7 12 Wks!) 


Source: Public Accounts of Canada adjusted to reflect accounting changes. 
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Table V 


Budgetary Revenues 
Se a Ee ee 


Personal Corporate Salesand Unemployment Other Total 
income income excise insurance tax Non-tax budgetary 
tax tax taxes contributions revenues revenues revenues 


esse 


(percentage of total) 


1961-62 Si 20.1 34.1] 4.3 3.0 6.7 100.0 
1962-63 30.3 195 36.0 4.3 a2 6.8 100.0 
1963-64 30.5 19.4 35.6 4.2 3.0 43 100.0 
1964-65 30.8 20:3 352 3.8 2.8 fel 100.0 
1965-66 29.4 19.6 S38 obi Joh 6.8 100.0 
1966-67 6 17.9 372 eo) 3.4 7.0 100.0 
1967-68 34.3 ie 35.0 33 3.0 h3 100.0 
1968-69 36.3 18.5 31.4 3.6 pro lie. 100.0 
1969-70 39) RS 28.1 3.4 2.4 ties 100.0 
1970-71 43.0 16.3 213 ere) ED) fe 100.0 
1971-72 43.8 14.5 Pao) 3.4 Zid TG 100.0 
1972-73 43.9 153 21.6 3:9 1.8 Tes 100.0 
1973-74 41.3 16.6 Zine 4.5 2.8 7.6 100.0 
1974-75 40.2 16.6 2355 5.4 Ge! | 100.0 
1975-76 40.3 18.2 2 tel 6.5 6.3 a 100.0 
1976-77 42.7 15.6 205 ie 52 7.8 100.0 
1977-78 40.5 133 23.4 eS 4.6 8.8 100.0 
1978-79 39.8 13.3 24.0 hed) 4.0 9.3 100.0 
1979-80 40.1 16.6 21.6 6.6 4.9 10.2 100.0 
1980-81 40.7 16.6 20.8 6.8 St 10.1 100.0 
1981-82 40.1 [3:5 18.9 Ue) 9.4 10.2 100.0 
1982-83 43.4 11.8 | ee) 8.1 10.3 8.9 100.0 
1983-84 42.0 TR re 18.8 Iie} 8.1 8.5 100.0 
1984-85 41.3 13:2 19.3 IO i) 79 7.6 100.0 
1985-86 43.0 12.0 21.0 P13: 79 6.8 100.0 
1986-87 44.2 Es Ie Diphp) ld 4.0 6.9 100.0 
1987-88 46.3 le? 20.9 LO? 4.] 6.9 100.0 


Source: Public Accounts of Canada adjusted to reflect accounting changes. 
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Table VI 


Budgetary Expenditures 


Major 
transfers 


Major 
transfers to 
to persons governments 


National 
defence 


Other 


Program 
expenditures 


Public 


debt 


charges 


Total 


budgetary 
expenditures 


espe Smee eee 


1961-62 
1962-63 
1963-64 
1964-65 
1965-66 


1966-67 
1967-68 
1968-69 
1969-70 
1970-71 


1971-72 
1972-73 
1973-74 
1974-75 
1975-76 


1976-77 
1977-78 
1978-79 
1979-80 
1980-81 


1981-82 
1982-83 
1983-84 
1984-85 
1985-86 


1986-87 
1987-88 


1,860 
[F938 
977. 
2,076 
2,120 


2,294 
2,698 
2,941 
3,210 
3,505) 


4,263 
5,495 
6,457 
8,099 
9,766 


10,466 
11,743 
12,735 
Tih 
14,594 


16,955 
Zane 
23,615 
25,124 
26,377 


DAES 
28518. 


667 
766 
829 
954 
878 


1,054 
1,504 
1,856 
2,286 
3,008 


3,667 
4,196 
4,650 
206 
6,953 


8,492 
8,635 
9,688 
10,735 
11,734 


13,740 
14,617 
17,488 
19,743 
20,309 


IANS Bs 
215519 


1,626 
Pee) 
1,684 
1,536 
1,548 


1,640 
1,754 
1,761 
1,789 
1,818 


1,862 
L937, 
2,224 
2,526 
2,966 


3,073 
3,776 
4,096 
4,377 
5,063 


5,989 
6,938 
7,843 
8,762 
9,094 


9:995 
10,769 


2,431 
2,306 
2,189 
2,919 
2,996 


S12 
4,106 
4,317 
4,980 
5,346 


6,151 
6,846 
8,425 
115333 
13,631 


135558 
52209 
15,940 
17,105 
20,248 


23,075 
235394 
295592 
33,138 
30,016 


31273 
35,436 


(millions of dollars) 


6,584 
6,580 
iA 
7,485 
7,542 


8,757 
10,062 
10,875 
12,265 
13,767 


15,943 
18,472 
ZO 
27,914 
33,316 


35,889 
39,413 
42,459 
44,928 
319639 


595759 
71,618 
78,538 
86,767 
85,796 


89,731 
96,507 


832 
walls) 
993 
1,050 
101 


1,182 
1,286 
1,464 
1,694 
1,887 


25410 
2,300 
25000 
3,238 
3,970 


4,708 
aye | 
7,024 
8,494 
10,658 


15,114 
16,903 
18,077 
22,455 
25,441 


26,658 
29,028 


7,416 
7,495 
8,268 
8,535 
8,652 


91939 
11,348 
125339 
13,959 
15,654 


18,053 
ZO T2. 
24,321 
Sis 2 
37,286 


40,597 
44,944 
49,483 
53,422 
62;297 


74,873 
88,521 
96,615 
109,222 
111,237 


116,389 
1253535 


Source: Public Accounts of Canada adjusted to reflect accounting changes. 
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Table VII 


Budgetary Expenditures 
So eg Serre es Se A ea SS 


Major Major Public Total 
transfers transfers National Program debt budgetary 
to persons _ to govts. defence Other expenditures charges expenditures 

ee a ae sie See ee ee es ee) en ee ee 
(percentage of GDP) 
1961-62 4.5 1.6 4.0 5.9 16.1 2.0 18.1 
1962-63 4.4 le? 325 Sy 14.8 PR | 16.9 
1963-64 4.1 17 3.5 5.8 oy: Zn 1723 
1964-65 4.0 1.8 2.9 5.6 14.3 2.0 16.4 
1965-66 35) 15 Del Sa [ei 139 15.0 
1966-67 3.6 1.6 2.3 5.9 136 13s 15.4 
1967-68 3.9 DED 255 5.9 14.6 1.9 16.4 
1968-69 3.9 285 20 ery 14.4 1.9 16.4 
1969-70 3.9 2.8 DD 6.0 14.8 20) 16.8 
1970-71 4.0 3.4 2.0 6.0 15.4 pa, | 17.6 
1971-72 4.4 3.8 1.9 6.3 16.4 Ds 18.6 
1972-73 Sal 3.9 1.8 6.3 17.0 zal 19.1 
1973-74 al i Ya ee 6.6 aie) PY 19.1 
1974-75 58 3.9 es Up 18.4 zal 20.5 
1975-76 aye 4.1 137. To 19.4 2 2437 
1976-77 5:3 4.3 137 6.9 18.1 2.4 2055 
1977-78 5.4 4.0 1ey, 7.0 18.1 205 20.6 
1978-79 533 4.0 Ibi 6.6 17.6 29 20.5 
1979-80 4.6 3.9 1.6 Giz 16.3 3a 193 
1980-81 4.7 3.8 1.6 6.5 16.7 3.4 20.1 
1981-82 4.8 2.9 Ley 6.5 16.8 4.2 21.0 
1982-83 6.1 3.9 1.9 Te 19.1 4.5 23.6 
1983-84 5.8 4.3 1.9 ahs) 19.4 4.5 23.8 
1984-85 5.6 4.4 2.0 (ES) 19'S 5.0 24.6 
1985-86 5D 4.2 1.9 6.3 17.9 3:5 2382 
1986-87 Bhs) 4.1 2.0 6.1 Vist S33 23:0 
1987-88 52 39 2.0 6.5 17.6 5.3 22.8 


Source: Public Accounts of Canada adjusted to reflect accounting changes. 
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Table VIII 
Budgetary Expenditures 


Major Major Public Total 
transfers transfers National Program debt budgetary 
to persons __ to govts. defence Other expenditures charges expenditures 

(percentage of total) 
1961-62 Uy 9.0 21.9 32.8 88.8 Hib 100.0 
1962-63 295.8 10.2 21.0 30.8 87.8 eed 100.0 
1963-64 23.9 10.0 20.4 33.7 88.0 12.0 100.0 
1964-65 24.3 bh2 18.0 34.2 87.7 125) 100.0 
1965-66 24.5 10.1 17.9 34.6 S72 12.8 100.0 
1966-67 2301 10.6 16.5 38.0 88.1 100.0 
1967-68 23.8 13.3 1525 36.2 88.7 100.0 
1968-69 23.8 15.0 14.3 35.0 88.1 100.0 
1969-70 23.0 16.4 12.8 Bor7, 87.9 100.0 
1970-71 23.0 192 11.6 34.2 87.9 100.0 
1971-72 23.6 20.3 10.3 34.1 88.3 se 100.0 
1972-73 26.4 20.2 9.3 33.0 88.9 it 100.0 
1973-74 26.5 Loe ot 34.6 89.5 10.5 100.0 
1974-75 26.0 toed 8.1 36.4 89.6 10.4 100.0 
1975-76 26.2 18.6 8.0 36.6 89.4 10.6 100.0 
1976-77 25. 20.9 8.3 33.4 88.4 11.6 100.0 
1977-78 26.1 19.2 8.4 34.0 87.7 1233 100.0 
1978-79 PRY | 19.6 8.3 a2.2 85.8 14.2 100.0 
1979-80 23.8 2071 op 32.0 84.1 152 100.0 
1980-81 23.4 18.8 8.1 32:5 82.9 i741 100.0 
1981-82 22.6 18.4 8.0 30.8 79.8 20.2 100.0 
1982-83 25.7 16.5 7.8 30.9 80.9 19.1 100.0 
1983-84 24.4 18.1 8.1 30.6 81.3 18.7 100.0 
1984-85 23.0 18.1 8.0 30.3 79.4 20.6 100.0 
1985-86 Zo 18.3 8.2 27.0 77.1 22.9 100.0 
1986-87 23.8 17.8 8.6 26.9 ee) 22.9 100.0 
1987-88 229 el 8.6 28.2 76.9 23-4 100.0 


Source: Public Accounts of Canada adjusted to reflect accounting changes. 


137 


Table IX 
Public Debt Charges 


Gross Net Ratio of gross Ratio of net 

public public public debt public debt 

debt Return on debt charges to charges to 

charges investments charges gross debt net debt 
(millions of dollars) (per cent) 

1926-27 130 9 121 4.8 a2 
1931-32 121 9 112 4.3 4.7 
1936-37 137 ils 126 3.9 4.] 
1941-42 WZ oe 150 2.6 3.7 
1946-47 469 69 400 2.8 Cy 
1951-52 ay 118 394 Sez 3.8 
1956-57 508 207 301 3.1 2.6 
1957-58 543 227 316 oe Dal 
1958-59 636 247 389 3.4 = | 
1959-60 776 265 51] 4.0 3.9 
1960-61 788 287 501 3.9 Big 
1961-62 832 308 524 3.8 3.6 
1962-63 915 ai2 603 3.9 3.9 
1963-64 993 366 627 4.0 3.8 
1964-65 1,050 423 627: 4.0 Bal, 
1965-66 ey BG) 438 672 4.1 4.0 
1966-67 1,182 519 663 4.2 3.9 
1967-68 1,286 612 674 4.3 3.8 
1968-69 1,464 695 769 4.6 4.3 
1969-70 1,694 860 834 al 4.7 
1970-71 1,887 1,000 887 5:1 4.8 
1971-72 2,110 Bales 977 Sal 4.9 
1972-73 2,300 1,265 1,035 Sal 4.8 
1973-74 2,565 1,461 1,104 5.4 4.7 
1974-75 3,238 1,802 1,436 6.1 5.6 
1975-76 3,970 2,083 1,887 6.7 6.0 
1976-77 4,708 2,410 2,298 7.0 6.1 
1977-78 5,531 2,592 2,939 6.9 6.1 
1978-79 7,024 3,059 3,965 UD 6.5 
1979-80 8,494 3,646 4,848 8.1 6.7 
1980-81 10,658 4,315 6,343 8.8 7.4 
1981-82 15,114 5,064 10,050 11.0 10.0 
1982-83 16,903 4,616 12,287 10.2 9.6 
1983-84 18,077 4,372 13,705 9.1 8.5 
1984-85 22,455 4,252 18,203 9.5 9.1 
1985-86 25,441 3,739 21,702 9.4 9.3 
1986-87 26,658 4,234 22,424 8.8 8.5 
1987-88 29,028 4,548 24,480 8.7 8.3 


Source: Public Accounts of Canada adjusted to reflect accounting changes. 
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Table X 


Public Debt Charges in Comparative Terms 


= a ec eee Ne RIS SE I ee I AE re ane be EE 


Gross public debt charges 
as a percentage of 


Net public debt charges 
as a percentage of 


Budgetary 
revenues 


Budgetary 
expenditures 


—— a ee ee a ee ee 


1926-27 
1931-32 
1936-37 
1941-42 
1946-47 
1951-52 


1956-57 
1957-58 
1958-59 
1959-60 
1960-61 


1961-62 
1962-63 
1963-64 
1964-65 
1965-66 


1966-67 
1967-68 
1968-69 
1969-70 
1970-71 


1971-72 
1972-73 
1973-74 
1974-75 
1975-76 


1976-77 
1977-78 
1978-79 
1979-80 
1980-81 


1981-82 
1982-83 
1983-84 
1984-85 
1985-86 


1986-87 
1987-88 


* For 1926-27 to 1960-61 inclusive, figures are expressed as a percentage of GNP. 
Source: Public Accounts of Canada adjusted to reflect accounting changes. 


Budgetary Budgetary 
GDP* revenues expenditures GDP? 
Ze 34.9 39.4 2.4 
2.6 39.9 29.0 2.4 
3.0 32.6 2715 AG) 
Del 11.6 9.4 1.8 
3.9 Ise} 18.0 3.4 
2.4 1S 1327 1.8 
1.6 on a7 0.9 
1.6 10.0 9.6 0.9 
1.8 123 10.5 iN 
Del 13-2 11.9 1.4 
Dal Ie) 1G M3 is 
2.0 12.9 Li2 13 
ZA 13.7 Ay 1.4 
Za 14.0 12.0 1.3 
2.0 12.8 123 ez 
1:9 12.4 12.8 132 
1.8 P22 1.0 
1.9 12.1 1.0 
1.9 1233 1.0 
2.0 11.9 1.0 
Del PG! 1.0 
22 12.8 NG key, 1.0 
oa 12.0 Liat 1.0 
2.0 8 We) 10.5 0.9 
21 Lid 10.4 0.9 
2:3 12.6 10.6 el 
2.4 Nl) 11.6 1.2 
PS) 16.0 12:3 123 
2.9 191 14.2 1.6 
3A 20.3 15.9 1.8 
3.4 29 hess 2.0 
4.2 DIYS 20.2 2.8 
4.5 27.8 1931 333 
4.5 28.2 18.7 3.4 
5.0 Bley. 20.6 4.1 
53 33.1 DMS) 4.5 
BS 31 22.9 4.4 
53 2°. 2301 4.5 
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Table XI 


Public Debt 

Gross Net 

public recorded 

debt assets Net public debt GDP* 

(millions (percentage (millions 
(millions of dollars) of dollars) of GDP*) of dollars) 

1926-27 2-126 378 2,348 45.6 5,145 
1931-32 2,827 45] 2,376 50.6 4,693 
1936-37 3,542 458 3,084 66.6 4,634 
1941-42 6,563 2,562 4,001 48.3 8,282 
1946-47 16,849 4,180 12,669 106.6 11,885 
1951-52 15,940 5,544 10,396 48.0 21,640 
1956-57 16,491 5,045 11,446 35.7 32,058 
1957-58 16,805 5.1163 11,642 S497, 33513 
1958-59 18,681 6,162 12519. 36.0 BRT Ti, 
1959-60 19,409 6,290 i119 35.6 36,846 
1960-61 20,120 6,472 13,648 35.6 38,359 
1961-62 21,906 7,310 14,596 DoT) 40,886 
1962-63 23321 7,892 15,429 34.7 44,408 
1963-64 25,127 8,529 16,598 34.8 47,678 
1964-65 26,204 9,291 16,913 32.4 32,191 
1965-66 26,802 10,192 16,610 28.9 57,523 
1966-67 28,225 11,428 16s 97, 26.1 64,388 
1967-68 29,810 12,302 17,508 25.4 69,064 
1968-69 32,020 14,112 17,908 234 75,418 
1969-70 33,260 15,684 17,576 eA 83,026 
1970-71 37,114 18,758 18,356 20.6 89,116 
1971-72 41,169 oss ee IT 19,898 20.5 97,290 
1972-73 44,693 23,120 PS) 19.9 108,629 
1973-74 47,542 23,970 O28 Rew es 18.5 22 
1974-75 52,866 27,285 Pion tsi 16.8 T5251 1 
1975-76 59,612 28,294 31,318 18.3 171,540 
1976-77 67,323 29,708 By/OlS 19.0 197,924 
1977-78 79,879 31,838 48,041 22.0 217,879 
1978-79 96,957 36,299 60,658 Del 241,604 
1979-80 104,862 32.703 P2159 26.1 276,096 
1980-81 120,446 34,765 85,681 27.6 309,891 
1981-82 WSs} 37,020 100,553 28.2 355,994 
1982-83 166,203 37,834 128,369 34.3 374,442 
1983-84 199,497 38,729 160,768 39.6 405,717 
1984-85 230,112 38,020 199,092 44.8 444,735 
1985-86 269,286 35,790 233,496 48.8 478,765 
1986-87 302,744 38,643 264,101 Soll 506,483 
1987-88 SBerol 41,337 292,184 Doe 549,692 


a ee 


* For 1926-27 to 1960-61 inclusive, figures are expressed as a percentage of GNP. 
Note: Figures for GNP and GDP relate to the corresponding calendar year. 
Source: Public Accounts of Canada adjusted to reflect accounting changes. 
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Table XII 


Total Borrowing 


SS a So ee eee eee ee ee 


Financial requirements 


foreign 


exchange 
transactions 


—_—_—_——————————_ 


Excluding 


Including 
foreign Change 
exchange in cash 
transactions position 


Domestic 
borrowing 


Total borrowing 


Foreign 
borrowing 


Total 


borrowing 


SS a ee ee ee 


(millions of dollars) 


1961-62 
1962-63 
1963-64 
1964-65 
1965-66 


1966-67 
1967-68 
1968-69 
1969-70 
1970-71 


1971-72 
1972-73 
1973-74 
1974-75 
1975-76 


1976-77 
1977-78 
1978-79 
1979-80 
1980-81 


1981-82 
1982-83 
1983-84 
1984-85 
1985-86 


1986-87 
1987-88 


Source: Public Accounts of Canada adjusted to reflect accounting changes. 


— 853 
— 939 
— 259 
84 
98 


— 660 
— 1,378 
—811 
234 

— 1,028 


— 1,366 
— 1,308 
—1,517 
— 2,139 
—4,774 


— 5,548 
— 8,449 
—11,212 
— 10,132 
— 9,894 


— 9,246 
— 23,802 
— 25,201 
— 29,808 
— 30,270 


— 21,567 
— 18,153 


~ 662 416 
P34 — 400 
— 330 451 

= oh —145 
=63 ~ 46 
a7 181 
2752 203 
Soh ~415 
esd 236 

= 2403 431 
~ 2,038 322 
eee 399 
eT 86 S00 
— 1,546 2,394 
~4,779 Tis? 
~ 4,267 545 
27263 909 
~ 6,851 1,927 
— 10,575 ~ 2,695 
— 8,967 2,193 
~ 8,688 689 
24,442 =2.041 
A784 1,833 
= DT385 — 554 
— 24,644 —1,114 
27957 — 126 
E550) 23.085 


1,078 
834 
781 
232 

17 


598 
955 
1,156 
390 
2,854 


2,360 
1782 

9) 
3,940 
4,627 


4,812 
8,172 
8,778 
7,880 
11,160 


wey 
22,401 
26,620 
26,831 
23,530 


PAE 
22,217 


— 28 


855 
6,186 
— 2,516 
— 66 


634 
O77 
— 299 
2974 
4,740 


— 1,800 
—715 
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Tableau XVIII 


Actif et passif des Régimes de pensions du Canada et de rentes du Québec, 1966-1987 
(selon les Comptes nationaux) 


Eléments financiers Actif Actif Eléments financiers Actif Actif 

non moins ——— non moins 

Passif Actif Dette nette financier passif Passif Actif Dette nette financier passif 

(en milliards de dollars) (en pourcentage du PIB) 

1966 - 0.7 —0.7 ~ Ou - 1.1 —1.1 - 1.1 
1967 - 1.6 —1.6 - 1.6 - ORE) —2.3 ~ 223 
1968 - 2.6 — 2.6 - 2:6 - 3.4 —3.4 - 3.4 
1969 - 33) — 3.7 - af ~ 4.5 —4.5 - 4.5 
1970 - 4.9 —4.9 - 4.9 ~ 5) —5.5 - Se) 
1971 - 6.2 —6.2 - 6.2 - 6.4 —6.4 - 6.4 
1972 - 7.6 —7.6 - 7.6 - 7.0 —7.0 _ 7.0 
1973 ~ 9.0 —9.0 - 9.0 ~ ql —7.1 - fies 
1974 - 10.8 —10.8 - 10.8 ~ 7.1 —7.1 - al 
1975 - 12.8 — 12.8 - 12.8 - Hes —7.5 - eS 
1976 ~ 15.0 — 15.0 - 15.0 - 7.6 —7.6 - 7.6 
1977 - 172 —17.2 — 172 - 7.9 —7.9 - 7.9 
1978 — 19.7 — 19.7 ~ 19.7 - 8.1 —8.] - 8.1 
1979 - 22.4 — 22.4 - 22.4 ~ 8.1 —8.] - 8.1 
1980 ~ 25.4 —25.4 — 25.4 — 8.2 — 8.2 - 8.2 
1981 - 28.6 — 28.6 — 28.6 - 8.0 — 8.0 - 8.0 
1982 ~ 32.4 — 32.4 - 32.4 - 8.7 —8.7 - 8.7 
1983 - 35.6 — 35.6 - 35.6 - 8.8 —8.8 - 8.8 
1984 - 38.8 — 38.8 = 38.8 - 8.7 —8.7 - 8.7 
1985 ~ 42.2 — 42.2 — 42.2 - 8.8 —8.8 — 8.8 
1986 ~ 46.1 — 46.1 - 46.1 - 9.1 —9.1 ~ 9.1 
1987 - 48.4 — 48.4 — 48.4 - 8.8 —8.8 - 8.8 


Ce 


Source : Statistique Canada, Les comptes du bilan national, annuelle, n° de cat. 13-214. 
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Tableau XVII 


Actif et passif des administrations provinciales-locales-hospitaliéres, 1961-1987 


(selon les Comptes nationaux) 


Eléments financiers Actif Actif 
non moins 
Passif Actif Dette nette financier passif 


a eee 


(en milliards de dollars) 


1961 10.8 eS) See 16.4 132 
1962 He? 8.2 312) 17.9 14.4 
1963 12.6 8.7 a9 199 16.0 
1964 13.8 9.4 4.4 21.8 Lie 3 
1965 itera 10.2 4.9 25.2 20.3 
1966 K7e3 1b es) 5.8 28.8 23.0 
1967 19.8 12.6 7.2 Bilee 24.0 
1968 22.1 14.2 Us Shi, eS 
1969 24.4 16.4 19 36.7 28.8 
1970 27.0 18.3 8.8 40.7 319 
197] 229 19:9 10.0 46.2 36.2 
1972 B29 21.6 1153 at2 39:9 
1973 36.3 24.5 11.8 59.8 48.1 
1974 41.1 28.5 12.6 76.9 64.2 
1975 47.6 BM Ip) 16.3 89.3 Uae), 
1976 53:9 Bod 13:5 iby) 79.4 
1977 62.1 41.7 20.3 107.8 87.5 
1978 70.6 51.6 19.0 1192 100.3 
1979 76.7 58.2 18.5 134.2 Sai 
1980 84.9 68.1 16.9 154.2 13723 
198] 98.7 88.6 10.1 180.1 170.0 
1982 1D We 94.3 18.9 199.0 180.1 
1983 R273 102.0 25.3 210.5 185.1 
1984 139.6 114.4 oat 2202) 196.0 
1985 154.4 VED 36.5 233.8 197.4 
1986 170.7 1275 43.2 241.1 198.0 
1987 178.4 132.9 45.5 245.9 200.4 


Passif 


Eléments financiers 


Actif 


Dette nette 


Actif 
non 
financier 


(en pourcentage du PIB) 


18.6 
18.5 
18.3 
2 
iv 


17.8 
18.3 
18.8 
19.8 
20.5 


20.5 
199 
193 
18.7 
18.2 


179 
132 
21.4 
Pate) 
22.0 


24.9 
Dae) 
25.1 
pa) 
24.6 


2os2 
24.2 


7.8 
7.8 
8.3 
8.5 
8.5 


9.0 
10.4 
10.5 

9.5 

wae) 


Actif 
moins 
passif 


Source : Statistique Canada, Les comptes du bilan national, annuelle, n° de cat. 13-214. 
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Tableau XVI 


Actif et passif du gouvernement fédéral, 1961-1987 
(selon les Comptes nationaux ) 


SS oe 


Eléments financiers Actif Actif Eléments financiers Actif Actif 
non moins non moins 
Passif Actif Dette nette financier passif Passif Actif Dette nette financier passif 
nr nnn ene EEE 
(en milliards de dollars) (en pourcentage du PIB) 
1961 19.0 11.4 7.6 4.0 — 3.6 46.5 27.9 18.7 9.8 —8.8 
1962 20.0 12.1 8.0 4.2 —3.8 45.1 7 | 18.0 9.4 —8.6 
1963 Ziel 12.8 8.4 4.4 —4.0 44.3 26.8 17.6 9.2 —8.4 
1964 21.6 13.6 8.1 4.5 — 3.6 41.5 26.0 is 8.7 —6.8 
1965 21.8 14.3 he) 4.9 — 2.6 37.8 24.8 13.0 8.5 —4.5 
1966 22.5 15.3 Ue 5 —1.8 35.0 23.8 12 8.5 SSG 
1967 23.8 16.5 7.4 6.0 —1.4 34.5 23.9 10.6 8.7 SAY 
1968 25.6 18.2 7.4 6.4 —1.1 33.9 24.1 9.9 8.4 —1.4 
1969 26.0 19.6 6.4 7.0 0.5 31.4 23.6 eal 8.4 0.6 
1970 28.3 21.9 6.4 1B) 1.0 31.8 24.6 UO 8.4 1.2 
1971 31.4 24.9 6.6 8.4 1.8 323 2° 6.8 8.6 1.8 
1972 33.9 26.8 7.0 9.1 2.1 312 24.7 6.5 8.4 1.9 
1973 34.0 2737 6.4 10.5 4.1 26.7 pas a0 8.2 Sno 
1974 39.4 33.6 5.8 132 7.4 25.9 22 3.8 8.7 4.9 
1975 44.0 34.6 9.3 13:3 6.0 25.6 202 5.4 8.9 3.5 
1976 48.3 3522 13.0 16.6 8:5 24.4 17.8 6.6 8.4 1.8 
1977 56.9 38.3 18.6 18.0 —0.5 26.1 17.6 8.5 8.3 —0.2 
1978 71.8 43.1 28.7 19.7 —9.0 29.7 17.8 11.9 8.1 a3 05) 
1979 78.7 41.4 3723 215 —15.8 28.5 15.0 13.5 7.8 = 5.7 
1980 93.5 46.8 46.7 24.0 — 22.7 30.2 isp ee 7.8 =1.3 
1981 107.0 52.9 54.1 DEN — 27.0 30.1 14.8 15:2 7.6 =—1.6 
1982 126.6 51:2 Vee) 29.3 — 46.1 33.8 1337 Zul 7.8 = 123 
1983 156.5 54.8 101.7 30:2 —71.5 38.6 |e hs) 25.) 7.4 — 17.6 
1984 183.1 53.2 129.9 32.1 —97.8 41.2 12.0 292 Tea —22.0 
1985 220.3 oa 162.6 34.0 —128.6 46.0 Wl 34.0 ye — 26.9 
1986 244.0 ee! 188.7 35.4 1.53.3 48.2 10.9 3023 7.0 — 30.3 
1987 271.4 61.6 209.9 36.5 — 173.4 49.4 Pi2 38.2 6.6 — 31.5 


i eS SS ee 


Source : Statistique Canada, Les comptes du bilan national, annuelle, n° de cat. 13-214. 
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Tableau XV 


Recettes, dépenses et excédents ou deficits des administrations publiques, 1961-1988 
(Comptes nationaux des revenus et des depenses) 


Administrations provinciales- 


Ensemble des administrations” Administration fédérale locales-hospitaliéres 
Excédent ou Excédent ou Excédent ou 
Recettes Dépenses déficit(— ) Recettes Dépenses déficit( — ) Recettes Dépenses déficit(— ) 


(en pourcentage du PIB) 


1961 Wildl 29.8 —2.1 16.6 17.6 —1.0 139 ls) —1.1 
1962 28.0 od —1.7 erg 16.9 —1.2 14.9 15.4 —0.5 
1963 27.8 292 —1.4 15.4 16.0 —0.6 14.9 Beied) —0.8 
1964 28.7 28.6 0.1 16.0 15.4 0.6 15.0 15.6 —0.6 
1965 29.0 28.7 0.3 15.8 14.9 0.9 lesley) 16.3 —0.6 
1966 S02 29.6 0.6 Bae 152 0.3 16.1 17.0 —0.9 
1967 ey eli 31.6 0.1 15.8 16.0 —0.2 17.4 Hoje) —1.1 
1968 33.0 32:5 0.4 Moy 16.3 0.0 LS 19.3 —0.8 
1969 34.9 32.8 oa sh) 16.3 12 [93 L937 —0.4 
1970 359) 34.9 0.8 17.4 172 0.3 20.6 21.4 —0.8 
197] 36.2 36.2 0.0 17.8 1739 —0.1 21.4 Meigs —1.1 
1972 36.6 36.6 0.0 18.0 18.5 =0.5 ZZ 22,0) —0.8 
1973 36.2 Boe 0.9 L729 17.6 0.3 20.6 2122 — 0.6 
1974 38.5 36.7 19 [97 18.9 0.8 21.4 PA ee) —0.1 
1975 37.4 oo —2.5 18.5 20.8 —2.2 PM he Dies val —1.4 
1976 3901 38.9 —1.8 | ee 19.6 —1.7 21.8 234) —1.2 
i iia) 37.4 399 —2.5 16.8 20.2 —3.4 23.4 2256 —0.2 
1978 37.0 40.1 —3.2 15.8 20.3 —4.5 239) PRPS) 0.3 
1979 36.7 38.8 —2.0 LS OF —3.4 235 PRE 0.4 
1980 B15 40.3 —2.8 16.3 19.8 —3.4 23.9 23.8 —0.3 
198] 39.8 41.3 —1.5 18.3 20.3 —2.1 23.6 24.0 —0.3 
1982 40.4 46.3 —5.9 7, De | —5.4 24.9 26.4 —1.5 
1983 40.0 46.9 —6.9 gs G2 Ps) —6.2 22 26.7 —1.5 
1984 40.0 46.5 —6.5 eD 24.0 —6.8 292 Ded —0.5 
1985 39.8 46.8 —7.0 [73 24.0 — 6.6 24.9 26.0 —1.0 
1986 40.6 46.1] —5.4 18.0 22.8 —4.8 24.6 259 —1.3 
1987 40.7 45.3 —4.6 18.0 apie) —4.3 24.7 25.4 —0.7 
1988 41.5 44.6 —3.] 18.4 21.8 —3.4 25.0 25.0 — 


‘) Y compris les Régimes de pensions du Canada et de rentes du Québec. 


Source : Statistique Canada, Comptes nationaux des revenus et des dépenses, trim., n° de cat. 13-001. 
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Tableau XIV 


Recettes, dépenses et excédents ou déficits des administrations publiques, 1961-1988 
Selon les Comptes nationaux des revenus et des dépenses 


a —— — ee eee 


Administrations provinciales- 


Ensemble des administrations” Administration fédérale locales-hospitaliéres 
Excédent ou Excédent ou Excédent ou 
Recettes Dépenses déficit(— ) Recettes Dépenses déficit(— ) Recettes Dépenses déficit( — ) 


a 


(milliards de dollars) 


1961 hss 22. —0.9 6.8 72 —0.4 a) 6.1 —0.5 
1962 12.4 i322 —0.8 7.0 f pe —0.5 6.6 6.8 —0.2 
1963 13.3 13.9 —0.7 is 7.6 —0.3 7.1 Us) —0.4 
1964 15.0 14.9 0.0 8.4 8.0 0.3 ue. 8.1 —0.3 
1965 16.7 16.5 0.2 9:1 8.6 0.5 9.0 9.4 —0.4 
1966 19.4 19.1 0.4 10.0 9.8 0.2 10.4 10.9 —0.5 
1967 2109 21-8 0.0 10.9 11-0 —0.1 12.0 12.8 —0.7 
1968 24.9 24.5 0.3 [222 1233 — 13.9 14.6 —0.6 
1969 29.0 Qiee 1.8 14.5 13.5 1.0 16.0 16.4 —0.3 
1970 31.8 31.1 0.7 FS:5 15:3 0.2 18.3 Read —0.7 
197] 35:2 35:2 0.0 | Wine 17.4 —0.1 20.8 219 —1.1 
1972 Boe 39.8 0.0 19.6 20.1 —0.5 230 23:9 —0.9 
1973 46.1 45.0 Is 22.8 22.4 0.4 26.5 27.0 —0.8 
1974 58.6 55.8 29 30.0 28.7 Jig) 32:5 32.7 —0.2 
TS 64.2 68.5 — 4.3 31.8 35:0 — 3.8 3h. 3977], —2.5 
1976 73.4 77.0 — 3.5 3555 38.8 — 3.3 43.2 45.6 —2.4 
1977 81.4 86.9 —5.5 36.7 44.0 —7.3 S10 51.4 —0.4 
1978 89.3 96.9 —7.6 38.3 49.] — 10.9 Sal DRE) 0.8 
1979 IOIS 107.0 —5.5 43.4 52.8 —9.4 64.9 63.8 ee 
1980 116.3 124.9 — 8.6 50.7 61.3 — 10.7 72.8 73.8 —1.0 
198] 141.6 146.9 —5.2 65.0 123 —7.3 84.2 85.3 —1.2 
1982 1513 173:5 —22.2 66.1 86.4 — 20.3 ee he! 98.9 —5.7 
1983 162.1] 190.2 — 28.0 69.6 94.6 — 25.0 102.1 108.3 —6.2 
1984 17729 206.7 — 28.8 76.5 106.5 — 30.0 ties 114.3 —2.1 
1985 190.5 224.1 — 33.5 83.0 114.7 —31.7 119.4 124.4 —5.0 
1986 205.9 233.3 — 27.4 91.4 1ES.5 — 24.1 124.8 131.3 — 6.5 
1987 2239 249.0 — 25.1 oo2 122.0 — 23.4 135.6 1397 —4.] 
1988 248.6 267.0 — 18.3 110.4 130.8 — 20.4 149.9 149.9 - 


‘ ¥ compris les Régimes de pensions du Canada et de rentes du Québec. 


Source : Statistique Canada, Comptes nationaux des revenus et des dépenses, trim., n° de cat. 13-001. 
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Tableau XIII 
Dette publique brute 


Dette non échue détenue par des tiers 


Obligations négociables* Obligations Moins : Comptes Autres Dette 
saan Eee ees Os CU o eparenc portefeuilles Comptes de d’intérét et éléments publique 
Intérieures Etrangéres Total Trésor du Canada* de l’Etat Total pensions de dette de passif brute 


(millions de dollars) 


1961-62 10,838 287 f1et25 1,885 4,055 —95 16,970 2294 21S 2,370 21,906 

1962-63 10,802 568 11,370 2,165 4,582 — 32 18,085 PEL D) Hishe 2,381 23,321 

1963-64 11,075 533 11,608 2,230 5,092 —99 18,831 3,447 32] 2,528 ZOtee 

1964-65 10,899 533 11,432 2,140 D552 —61 19,063 4,150 2B) 2-652 26,204 

1965-66 10,745 528 11273 2,150 aos —81 19,075 4,489 39] 2,847 26,802 

1966-67 10,018 523 11,54] 2,310 6,017 — 200 19,668 4,890 427 3,240 28,225 

1967-68 Pie573 318 11,89] 2,480 6,096 —49 20,418 5550 499 3,543 29,810 
1968-69 12,294 600 12,894 2,840 6,169 —47 21,856 5,883 581 3,700 32,020 
1969-70 P2279. 605 12,884 2,895 6,579 — 107 Zool 6,503 600 3,906 33,260 
1970-71 13,021 495 135516 S135 7,804 — 60 24,995 7,200 839 4,080 37,114 
1971-72 13,385 493 13,878 3,830 i —67 DBR: 7,934 1,158 4,724 41,169 
1972-73 13,423 49] 13,914 4,290 10,989 — 60 29.133 8,792 1,506 5,262 44.693 
1973-74 13,592 415 14,007 4,905 10,406 — 64 29,254 9,794 1,801 6,693 47,542 
1974-75 14,311 365 14,676 5,630 12,915 —77 33,144 11,054 2250 6,411 52,866 
1975-76 15,281 337 15,618 6,495 15,507 — 87 37,543 eS i 23923 6,589 59.612 
1976-77 17,748 335 18,083 8,255 16,304 —89 42,553 14,212 3,619 6,939 67,323 
1977-78 21,182 1,190 22,302 115295 18,011 —98 51,580 16,101 4,523 7,675 79,879 
1978-79 26,532 7,376 33,908 135535 19,247 — 146 66,544 18,056 4,014 8,343 96,957 
1979-80 32,947 4,860 37,807 16,325 18,081 — 305 71,908 20,022 3,976 8,956 104,862 
1980-81 40,849 4,794 45,643 21,770 15,812 — 223 83,002 222329 4,162 10,953 120,446 
1981-82 43,493 5,428 48,921 19375 24,978 — 26] 93,013 25,343 6,095 NG es [37273 
1982-83 48,377 6,405 54,782 29,125 32,641 —157 116,391 28,826 7,710 13,276 166,203 
1983-84 57,036 6,106 63,142 41,700 38,204 — 334 142,712 32,688 8,622 15,475 199,497 
1984-85 69,438 9,077 73,515 52,300 41,960 — 261 172,514 36,990 9,418 18,190 237, WAZ 
1985-86 81,067 13,810 94,877 61,950 44,245 — 288 200,784 41,670 9,084 17,748 269,286 
1986-87 94,426 12,010 106,436 76,950 44,309 — 880 226,815 46,665 9,065 20,199 302,744 
1987-88 103,898 11,295 Sy 8) 81,050 53,323 — 1,249 248,317 52,088 9,600 23,246 333,521 


* Comprend les effets de la dette publique détenus par I’Etat. 


Source: Comptes publics du Canada rajustés en fonction des modifications comptables. 
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Tableau A.3.7 


Comparaisons du déficit, de la dette et des paiements d’interét du Canada et des Etats-Unis, 
1980-81 a 1990-91 


1980-81 1981-82 1982-83 1983-84 1984-85 1985-86 1986-87 1987-88 1988-89" 1989-90 1990-91 


(pourcentage du PIB/PNB) 
Deficit 


Canada 
Besoins financiers 3.2 2.6 6.4 6.2 6.7 6.3 4.2 Bes Bd) Be 2.6 


Etats-Unis 
Déficit total 2.8 2.6 4.1 6.3 5.0 5.4 53) 3.4 3.3 hall 17 


Dette 


Canada 
Dette non échue détenue par des tiers 26.8 26.1 Slat 35,2 38.8 41.9 44.8 45.2 45.2 45.1 45.6 


Etats-Unis 
Dette détenue par le grand public 26.6 26.3 29°33 34.0 35.3 37.9 41.5 42.6 42.9 42.9 41.7 


Paiements d’intérét 


Canada 

Frais nets de la dette publique 2.0 2.8 3:3 3.4 4.1 4.5 4.4 4.5 4.6 x3 ae 
Etats-Unis 

Frais nets de la dette publique 2.0 Is 27 29 3.0 3.3 3.2 Sat 327 Bed Bel 


Remarque : L’exercice du gouvernement, qui prend fin le 31 mars au Canada, est comparé a un exercice se terminant le 30 
septembre de l’année précédente aux Etats-Unis. 


“) Estimation. 
(2) Prévision. 


Sources : Budget des Etats-Unis, pour l’exercice 1990; et ministére des Finances. 
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